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Led by our acquisitions 
of Precision and SeaCAT, 
Maverick is going global. 
Producers of high-tech 
products for use primarily 
in offshore applications all 
over the world, Precision 
and SeaCAT already have 
a substantial global 
presence. Maverick is 
poised to capitalize on 
this presence with its 
traditional product lines. 
See page 6 for more 
information. 


HAMANN MAULANA 


Maverick Tube Corporation is the leading North American producer of tubular steel products 
used in energy and industrial applications. Maverick is the largest producer in North America 
of Oil Country Tubular Goods (OCTG) and line pipe products for use in newly drilled oil and 
natural gas wells and transporting oil and natural gas. These products are sold primarily to 
distributors, pipeline contractors and end-users in the United States and Canada. Maverick 
also produces coiled steel tubing, line pipe and tubing for umbilicals at its Precision and 
SeaCAT subsidiaries for use in maintaining existing wells, completing new wells, transporting 
oil and natural gas and controlling offshore wellheads. These products are sold into the 
energy sector and service companies worldwide. OCTG, line pipe and coiled steel tubing 
products comprise our energy product line. We also manufacture hollow structural sections 
(HSS), standard pipe, pipe piling and steel electrical conduit. These products are sold to 
service centers, fabricators, electrical supply houses and end-users throughout North 


America and comprise our industrial product line. 
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Maverick’s Mills 
(Inside Back Cover) 


The Company changed its 
fiscal year in 2000 from a 
September 30 year-end to a 
December 31 year-end. Set 
forth here are the financial 
highlights of Maverick Tube 
Corporation as of and for the 
years ended December 31, 
2003, 2002, 2001 and 2000. 
Also included are the pro forma 
financial highlights as of and 
for the year ended December 
31, 1999 as if the fiscal year- 
end had been December 31: 


lighlights. 


(In thousands, except per share data, 
rig counts, tons shipped and employees) 


Income Statement Data: 
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Income (loss) from continuing 


operations before income taxes ....... 
Provision (benefit) for income taxes ...... 


Income (loss) from continuing operations. . . . 


Diluted earnings (loss) per share 


from continuing operations ......... 


Average shares deemed outstanding. ..... . 


Other Data: 
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Balance Sheet Data: 
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Year Ended December 381, 


Pro Forma 

2003 2002 2001 2000 1999 
$884,317 $452,913 $544,933 $562,028 $342,612 
783,353 409,916 441,843 488,397 322,434 
100,964 42,997 103,090 73,626 20,178 
56,142 34,032 30,372 25,466 225 
584 1,186 8,061 _— = 
(1,104) (2,709) — _ — 
_ — 1,101 267 283 
45,342 10,488 63,556 47,893 (2,820) 
— — — 11,253 oe 
9,637 4,325 3,090 Sule 1,678 
35,705 6,163 60,466 33,463 (4,498) 
12,748 3,277 21,228 14,736 (13) 
$ 22,957 $ 2,886 $ 39,238 $ 18,727 $ (4,485) 
$ 0.55 $ 0.08 Seem lls) $ 0.54 $ (0.14) 
42,110 38,492 34,117 34,525 31,708 
$ 22,411 $ 19,954 $ 14,841 $ 12,602 $ 10,988 
20,902 22,809 25,784 51,780 28,017 
67,753 30,442 78,397 49 242 8,163 
1,031 831 1,157 918 624 
372 262 341 344 244 
882,109 575,994 704,149 693,146 431,483 
399,535 164,858 182,842 198,084 191,248 
1,281,644 740,852 886,991 891,230 622,731 
$253,663 $201,195 $142,316 $118,828 $108,632 
670,726 595,883 807,447 390,818 328,255 
3,533 2,977 938 866 723 
_ == 3,219 20,766 10,067 
50,213 132,927 62,000 62,0388 27,150 
124,209 2,742 5,991 6,929 7,300 
384,798 338,286 225,383 213,256 200,566 
2,566 2,098 1,569 2,079 1,706 


(1) EBITDA represents earnings (loss) before interest, income taxes, depreciation and amortization (the EBITDA data presented above can be calculated by taking income (loss) from operations less transaction 
costs plus depreciation and amortization). The Company believes EBITDA is a widely accepted, supplemental financial measurement used by many investors and analysts to analyze and compare companies’ 
performances. However, EBITDA should not be considered as an alternative to income from operations or to cash flows from operating, investing or financing activities, as determined in accordance with 
accounting principles generally accepted in the United States. Because EBITDA excludes some, but not all, items that affect net income and because these measures may vary among companies, the 
EBITDA data presented above may not be comparable to similarly titled measures of other companies. 


(2) As reported by Baker Hughes, Inc. 


Maverick’s business was mixed during 2008. The year started out slow, as the 
energy market began to improve, but then finished strong. Overall, it was a year 
that saw sharp increases in revenues, up by 95% due to both external acquisitions 
and rebounding market demand. Our relative performance during the year was 
gratifying to me. I will discuss the various segments of our business, how they did 
and our strategies for growth in the future. 


The outlook a year ago for energy prices was good. They turned out even better than anyone anticipated. 
Natural gas prices increased by 37% at year-end compared to the end of 2002. During that same period, 
drilling for natural gas in the United States also jumped by 34%. U.S. oil prices were also strong, standing 
10% higher at year-end than the previous year and contributing to the 12% increase in oil-related drilling. 
Drilling in Canada also moved ahead strongly, lifting the average for the year by 42% compared to a year ago. 
Even the mix of wells being drilled in the U.S. was favorable for us, as the surge was totally focused on land- 
based drilling. 


At first glance, you would think that this environment would lead to strong profitability for producers of 
energy tubular products. Unfortunately, this was not the case for the industry as a whole. Despite a 25% 
increase in domestic shipments for the year, product pricing languished. Inventories were unchanged and, 
therefore, had no impact on consumption. The biggest culprit in poor product pricing was the 59% increase 
in imports, far outstripping the 24% increase in overall average drilling. So even with the increase in activ- 
ity benefiting domestic producers, poor pricing, higher raw material costs and surging imports caused 
widespread industry losses. 


Gregg Eisenberg 
President and Chief Executive Officer 


Maverick, on the other hand, performed better than its peers. While industry pricing was not up for the 
year as a whole, our OCTG (Oil Country Tubular Goods) pricing was about 5% higher than at the end of 
2002. While the U.S. shipments of OCTG moved up by 25%, Maverick’s was up by 44%. Sure, we benefited 
from having new capabilities and being better positioned with land-based, gas-based customers, but that is 
no accident. To get selling prices up and improve market shares at the same time is quite impressive. We 
a@ year that saw asked our marketing and sales people to push for this and their answer was a resounding, “I can do that.” 
shi arp increases Congratulations are in order to our people for meeting this challenge. 


in revenues, Other factors contributing to our stronger performance than our competitors come from our Canadian 

operations and new product lines. Maverick benefited from strong cash flows from Canada again this year, 

ip by 95%. which contributed 50% of our cash flows for the year. This was the biggest difference. Another important 

difference is the benefits of our coiled tubing operations, which had a record year. Also, we realized the first 
benefits from our conduit business, even though it was a down year for that part of our business. 


Overall, if was 


So, all in all, | was pleased with our performance given the activity levels and what was going on at our 
competitors. We could have made more money than we did had energy product pricing moved in line with 
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historical experiences. Think of this. In 1997, when we averaged about 900 rigs, our energy-related 
product prices were $120 per ton higher than those we averaged in 2003, when we had an average rig count 
of 1,031. We reported earnings for the year of $23.0 million, or $0.55 per share. If we had the benefit of these 
higher prices in both the U.S. and in Canada, our earnings could have been over $2.00 per share. We talk 
often that we have great leverage (and that is both good and bad) to any changes in our spreads that come 
from higher pipe prices or lower steel costs. I think the above comparison proves that point. 


Now it is time to look back in a little more detail to the businesses that we had that caused revenues to rise 
from $453 million in 2002 to $884 million in 2003. 


As noted earlier, we had strong energy prices, especially at year-end. These prices were well above prior 
year planning levels, so they didn’t fully translate into as high a drilling level for the year as we might have 
guessed, up by 24%, but still the increases were welcome. Unfortunately, all the benefit of increasing drilling 
did not go to the benefit of domestic OCTG producers. As noted earlier, import market shares climbed from 
21.7% in 2002 to 28.8% during 2003. Changes in inventory levels of OCTG in the U.S. during 2003 remained 
relatively constant. As a result, domestic shipments rose by only 25%. 


The impact on Maverick’s domestic energy-related business was more dramatic. It is well chronicled that off- 
shore related drilling declined by 15% during 2003, which is somewhat. baffling to me. So those suppliers that 
were most closely aligned with that business were hurt. We, as mentioned before, are principally suppliers 
to onshore activity and all the increases in drilling were focused in these areas. That certainly accounted for 
portions of our increased market shares. In addition, production from our large mill and the relocated 
line pipe mill fueled our growth in line pipe sales, up by 115%, as well as our overall growth in revenues. 


As aresult, our domestic energy-related revenues were up by 58%, with a small amount of that due to pric- 
ing. Our steel costs for the year were higher than last, but still our margins improved by over 4.5 percentage 
points, and overall domestic energy volumes accounted for 16.2% of our overall gross margins. Further, these 
margin dollars represented a 22-fold increase from a year ago, much of which was in the last half of the year. 


Our Canadian energy business was very good during 2003. We saw a record in the number of new wells 
drilled, over 19,800, a 36% increase over last year. It was not as robust as it may have looked, as the depth 
of wells grew more shallow, causing footage drilled to be up by 34%, in comparison to the 42% increase in 
the rig count. Still, it was quite an improvement in drilling. This in turn, led to significant increases in 
demand for OCTG, up by 34% and for line pipe, up by 73%. Increases in imports, a recurring theme, hurt 
our business there as well. 


Our Prudential subsidiary fared pretty well in this environment. Our shipments of OCTG did not match the 
growth of the industry as a whole. We aggressively pushed pricing and that, coupled with severe import 
competition, caused our market share to be reduced by 5 percentage points. Still, our OCTG shipments grew 
by 29% for the year. Our line pipe in Canada did better, where shipments were up by 126% over last year, in 
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comparison to consumption increases of 73%. Domestic industry market share 
for line pipe in Canada was down, again due to the 29% increase in imports. 


Before I shift to our other product lines, coiled tubing and our industrial prod- 
ucts, you need to know we are not taking these enormous increases in import 
rates for our energy products, both in the U.S. and Canada, lying down. We and 
other producers will be filing trade cases during the first half of 2004, seeking to 
prove dumping and unfair trading by the major importers. We believe that the 
biggest culprits are China and Korea. If these cases are successful, they could 
sharply curtail the import rates down the road. But, for now, we have to deal 
with them. 


Above: (at left) Jim Cowan, Executive Vice President and Chief Operating 
Officer and Gregg Eisenberg, President and Chief Executive Officer Coiled tubing products during 2003 snapped back from a very slow 2002. The 
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demand for these products is driven more by maintenance of existing wells than 
new drilling. Certainly everyone was doing what they could to keep existing 
wells producing at high levels in 2003 with the higher commodity prices. As a 
1% sop result, revenues in our coiled tubing area climbed to $55 million for 2003, up 
from $29 million in 2002 (which was only for three quarters of the year). In turn, 
our cash flows climbed sharply, returning to near the highs we had in 2001, and 
29% contributed 15.2% of our cash flows for the year. 


All the news was not good on our newest coiled tubing product, the coiled tubing 
for offshore umbilicals produced at SeaCAT. As noted earlier, drilling was down 
in the Gulf, off by 15% from last year. This certainly had a significant impact on 
SeaCAT, whose revenues and cash flow were down. There are a number of large 
projects on the drawing board for 2004, so we are hopeful this will improve in the 
coming year. 


Moving to our industrial product areas, we had both internal and external growth in 2003. Regarding our 
traditional industrial products (HSS, standard pipe and piling), we saw a 30% increase in sales, much of 
which came in our standard pipe product line. I can’t say that this increase was due to an improving 
economy; in fact the demand for standard pipe was down 4.3% from last year. Rather, we saw our market 
share climb from 0.3% to 2.7%, driven mostly by the sales of larger-diameter products from our large mill 
and from the benefit of the standard pipe shipments coming from the LTV Tubular acquisition. So, this 
product area’s contributions were small, but better than last year and very welcome. 


Our new conduit operations suffered from a weak commercial construction market. Domestic shipments 
of conduit products were off in 2003 by approximately 8%, yet we managed to sustain our volume by 
increasing market share. The big problem was margin erosion, as prices were lower than in the past. The 
impact of lower prices, higher steel costs and integration costs was lower cash flows from this sector by 
approximately 60% from the level they had been the year before. 
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We have successfully integrated the operations of the former LTV Tubular operations. The general offices 
in Youngstown and plant facility have both been closed. Production at that facility has been relocated to 
Arkansas, while the office activities are now performed at the corporate office as well as Arkansas. 


Overall, our industrial products business was a solid contributor for Maverick in 2008, contributing 29.7% of 
our revenues and 6.6% of our cash flows. 


Steel costs have long been an important factor for Maverick. Generally the market for steel products has 
been cyclical and by most measures volatile. Last year, we pointed to the tariffs as the primary reason for 
our increased steel costs, artificially we thought. I now think that the tariffs may have been a small part of 
the reason for the big increase in imports of our tubular products. Foreign producers faced with restrictions 
on bringing in coils were free to bring in pipe. Near the end of the year, those tariffs were removed, 
bringing the U.S. back to a more level playing field relative to other countries. 


Unfortunately, a critical shortage has occurred in the raw materials steel makers use to produce flat rolled 
steel, including the hot rolled steel we primarily purchase. Starting in the fourth quarter, those costs began 
to escalate by unprecedented proportions. Scrap costs are the best measure of this. Scrap cost ended 2002 
at about $120 per ton, moved to about $160 per ton by third quarter, to $200 per ton by year-end, and up to 
$270 per ton by late February 2004. 


Because steel makers were unwilling to absorb these cost increases, flat rolled steel prices shot upward 
throughout the world and continue to climb. Despite our best efforts, Maverick is not immune to the impact 
of this. We have some small cushion as we start the year in the form of our inventories, but after that our 
costs will rise sharply. I can offer no guidance on this, as we have never seen anything like this before, with 
steel prices changing monthly and as of April 2004, steel prices are forecasted to reach new record levels. 


Tubular producers, including Maverick, do not have the disposition to absorb these increased costs for their 
raw materials. Accordingly, we have been increasing our pricing trying to preserve at least our current mar- 
gins. Early signs point toward good industry adherence to these type of pricing efforts by our competitors. 


In summary, 2003 was a transition year for Maverick, with energy markets that strengthened at year-end. 
It was also a year of integrating new product lines into our business. I believe that 2004 will be a year of 
good volumes, if demand holds under the pricing pressure, and wild swings in costs and prices. Through this 
we will try to keep our profitability up and moving forward. Accounting treatment may not match all these 
things from a timing standpoint, so our quarterly numbers are likely to be more volatile. 


Thank you for your confidence and continued support. 


Enxegg Cimbas 


Gregg Hisenberg 
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Maverick’s acquisition efforts over the last 
two years have been largely focused on 
more specialized businesses with an exist- 
ing global presence. These businesses bring 
knowledge and relationships that Maverick 
can then use to expand global sales of its 
traditional product lines. These strategic 


steps into the international marketplace 
provide valuable insight into customs and — 
business practices. that are different from 
those in North America, which prepares our 
Company for further activity in the interna- 
tional community. 


Sudhakar Kanthamneni Richard W. Preckel 
Senior Vice President Vice President 
Manufacturing and Technology. ~~ Strategic Services 
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e 67% of Precision’s 2003 coiled tubing sales were 


international 


e Higher growth in coiled tubing internationally due to 
lower market penetration of coiled tubing technology 


e Further growth expected internationally as focus 
shifts to gas 


Country 
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Coiled Line Pipe 


(Number of Feet) 
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Norwegian 
Contract 


Precision’s global presence in down-hole well 
servicing products has been complemented 
in the past by several international coiled 
line pipe orders. In September of 2008, 
Maverick was awarded a contract by Statoil 
to supply approximately one million feet of 
coated coiled line pipe for a methanol injec- 
tion line. This pipe will be laid in the Barents 
Sea, north of Norway near the Arctic Circle. 
The successful completion of this order will 
further position Precision and Maverick as a 


global provider of coiled sub-sea flow lines. 


Other Global Efforts 


e Potential sale of coating equipment 
to Russian tube producer Seversky 
Tube Works 


e Examining offshore manufacturing 
opportunities 

e Reviewing servicing options with 
international partners 


e Considering other international 
acquisition opportunities 


Precision Tube 


Precision Tube Technology, based in Houston, Texas, is 
the premier supplier of coiled steel tubing for use in 
down-hole and line pipe applications. 


Precision Tube Technology was acquired by 
Maverick in early 2002. While 2002 was a 
ee Xs mediocre year for 
coiled tubing due to 
reduced activity in the 
) 7 broader oil and gas 
a A. Wm markets, 2003 showed 


dramatic improvement. Revenue for down- 


hole coiled tubing used in well servicing 
improved by 14% over 2002 levels, while 
coiled line pipe products had revenue 
improvements of 21% over last year. Most of 
the growth came internationally with sales 
to Mexico, the Middle East, Canada and 
Africa improving by 55%, 52%, 41% and 39%, 
respectively, over 2002. In 2004 and beyond, 
international activity should continue to 
lead the growth curve for both traditional oil 
well servicing and pipelines and for natural 
gas well maintenance and service to parallel 
LNG development. 
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e Less cyclical than new drilling 


e Technical factors favor coiled tubing in gas well 
development and production 


— Live gas well servicing allows operator to maintain 
production and avoid formation damage 


— Fracturing is more efficient 
— Reduces time required for well servicing 


e Continued growth expected from market penetration, 
both domestically and internationally 
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SeaCAT Annual Revenues 
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e SeaCAT revenues tied closely to Shell Oil offshore 
projects 

e Current efforts focused on synergies between 
Precision Tube and SeaCAT as well as development 
of new customers for SeaCAT products 


Global Umbilical Demand 
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e SeaCAT’s products used in the makeup of umbilicals 
e Umbilical demand driven by offshore drilling activity 


e Offshore drilling was weak in 2003 due to low activity 
in the Gulf of Mexico 
e Umbilical demand forecasted to increase 86% by 2006 


seaCAT 


SeaCAl, a newly acquired Maverick subsidiary in 


2003, manufactures specialized coiled steel tubing 
used in deepwater, sub-sea production systems. 


Maverick acquired SeaCAT Corporation in 
the first quarter of 2003. SeaCAT manufac- 
tures coiled tubing in 
carbon and _ stainless 
steel grades that are 
used in umbilical appli- 
cations for sub-sea well- 


head control. SeaCAT offers an advantage to 
competitive products in that it is produced 
in a continuous coil that minimizes welding 
time. SeaCAT’s principal customer is Shell 
Oil. During 2008, SeaCAT delivered over 
three million feet to Shell for use in the Gulf 
of Mexico. Maverick has positioned its 


SeaCAT subsidiary together with Precision 


seetae Tube Technology to capitalize 

es on the common markets and 
¢ customers these products are 
sold to as well as the similarity 
in the manufacturing process. 
Sub-sea activity is the primary 
; driver of demand for SeaCAT’s 
Be) products. 


Republic Conduit 


Maverick manufactures steel electrical conduit under 
the trade name “Republic Conduit.” This product is 
used to sheath electrical wires primarily in commer- 
cial construction and rehabs. 


Maverick acquired the conduit production 
facilities from the former LTV Steel 


r [SErRi i 


Corporation at the end of 
2002. Efforts in 2008 have 


largely revolved around 


integrating the business 
processes and knowledge 
into Maverick’s organiza- 
tion and achieving the synergies we identi- 
fied in the due diligence process. Some of 
those synergies are yet to come in 2004 as we 
closed the former Pipe and Tube Group’s 
headquarters location. While 2003 was a 
severely depressed year for conduit, the 
Republic brand actually gained ground— 
a clear sign that Maverick has successfully 
maintained the continuity of this business 


throughout the acquisition. 
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e Industry shipments down by 8.3% from last year 
e Republic Conduit market share has improved by 6.7% 


e Performance expected to improve along with the 
economy in 2004 


Republic Tons 


Maverick closely monitors various industry 
drivers throughout its markets. The following 
sections provide an/analysis of key factors. 


_T. Scott Evans , 


- Senior Vice President 
’ Sales and Marketing 


Energy Products _ 
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e Gas drilling hit very high levels in 2001 and 2003 

e Despite substantial gas drilling, gas production 
failed to increase proportionally 

e Gas drilling required at or near current levels to 
maintain current gas production 

¢ Substantial increases in gas drilling required to 
meet forecasted increases in natural gas demand 


U.S. Natural Gas Supply Forecast 
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Source: Energy Information Administration 


e Natural gas consumption forecasted to rise 
substantially over the next 12 years 


e Increased production of conventional natural gas 
expected to meet most of the additional demand 


e Current and futures natural gas pricing reflects 
difficulty in increasing production 


e Natural gas prices for E&P budgeting for 2004 are 
$4.39/mcef at the Henry Hub 


e Natural gas futures are $5.50/mef at the Henry Hub 


U.S. Natural Gas Pricing & Gas in Storage 
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HE USS. Natural Gas in Storage @ NYMEX Natural Gas Prices *Forecast 


Source: Energy Information Administration, Spears and Associates, 
Wall Street Journal 
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Maverick Average OCTG Prices 
& U.S. Producer Capacity Utilization 
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HEB Maverick's OCTG Selling Price © @ Utilization 


Source: Preston Publishing, Historical Data 


e U.S. OCTG prices are influenced by domestic 
producer operating rates 

e Upward price movements typically lag improvements 
in capacity utilization 

e Prices and operating rates exit 2003 on an upward 
trend 


e Further drilling increases forecasted in 2004 should 
support further price improvements 


U.S. OCTG Industry Inventory & Months of Supply 


Tons in Thousands 
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Source: OCTG Situation Report, Management Estimates 


e Industry inventory levels ended the year about in line 
with year-end 2002 levels despite higher activity 
¢ Months of supply at very low levels 


e Expectations of further drilling improvements in 2004 
~ should result in some inventory increases 
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U.S. and Canadian Well Service 
& Workover Spending 


Dollars in Billions 


99 00 01 02 03 04* 


Bus. WB Canada *Forecast 


Source: Spears and Associates, Drilling Production Outlook 


¢ Down-hole coiled tubing demand tied closely with 
well maintenance expenditures 


e Coiled tubing also benefits from increased market 
penetration due to lower cost 


e Well maintenance spending up substantially in 2003 


e Continued strong oil and natural gas prices should 
support substantial well maintenance expenditures 
in 2004 


Coiled Tubing Units 
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Source: Management Estimates 


¢ Down-hole coiled tubing usage restricted historically 
by insufficient coiled tubing units 

e Coiled tubing unit fleet growing at 8% per year 

e Coiled tubing usage expected to continue current 
growth rate due to lower cost and technological 
advantages 
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Maverick Line Pipe Volume & Market Share 
of U.S. Producer Domestic Shipments 
Outside Diameter: Less Than or Equal to 16" 
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Source: Preston Pipe Report, Historical Data 


e Maverick’s market share of the less than or equal to 
16" diameter line pipe market tripled in 2008 

e Improvements resulted from continued growth of 
Maverick’s 16" mill shipments, acquisition of the Pipe 
and Tube Group of the former LTV Steel Corporation, 
and leveraging Prudential’s experience in the line 
pipe market 

e US. line pipe demand expected to improve in 2004 
by about 7% 
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Canadian Natural Gas Well Drilling 
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Source: Daily Oil Bulletin, Spears and Associates *Forecast 


e Line pipe demand in Canada driven by number of gas 
wells drilled and new transmission line activity 

e Despite a dip in 2002, gas well drilling has demon- 
strated a positive trend since 1999 

e 2004 is forecasted to be just below the record 
achieved in 2003 


e Prudential and Maverick generally supply 20% to 30% 
of line pipe consumed in Canada 


_Industrial Products 
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Source: STI, Historical Data 


e Maverick shipments up slightly from 2002 about 
in line with industry shipments 

e HSS product demand should improve with the 
economy in 2004 


Maverick Tons 


Industry Tons 
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B U.S. Conduit Shipments & Republic Conduit Shipments 


Source: Historical Data, NEMA 


e Dismal demand in 2003 for the conduit industry 
due to extended economic downturn 

e Republic Conduit gained market share despite poor 
industry performance 

e¢ Conduit demand should improve in 2004 with 
the economy 


Republic Tons 
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Chinese Hot Rolled Band Equivalent Demand 
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Steel prices continued their 2002 decline 


into the first quarter of 2003 due primarily to 


e Chinese steel demand increased rapidly in 2003 
the sale and subsequent ramp up of steel e Hot rolled steel imports into China moved up by 55% 


making capacity that had been shut down oer eee 
¢ Combination of Chinese steel demand and Chinese 


due to bankruptcies. Increased global demand for steel inputs led to rising world steel 
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the balance of 2003. 


Faced with sharp cost pressures at the end of 
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the year, the domestic steel industry began 
implementing a surcharge for scrap, pig iron, 
and coke costs that were at unprecedented $300 
levels. In response, Maverick implemented ace 
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e Surcharges implemented by steel producers late in 
2003 as scrap and other costs rise to unprecedented 
levels 

e Maverick is raising prices and implementing pipe 
surcharges to offset steel surcharges 
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As used herein, Maverick Tube Corporation and its direct and indirect wholly-owned 
subsidiaries are collectively referred to as “the Company,” whereas “Maverick” is referred to 
as the Company exclusive of its subsidiaries: Prudential Steel Ltd, (“Prudential”), Precision 
Tube Holding Corporation (“Precision”), the tubular division of the former LTV Corporation 
(“Republic Conduit") and SeaCAT Corporation (“SeaCAT’). Also, unless the context other- 
wise requires, the terms “we,” “us” or “our” refer to the Company. 


Certain statements contained in the “Management's Discussion and Analysis of Financial 
Condition and Results of Operations” section of this report regarding matters (including 
statements as to beliefs or expectations) that are not historical facts are forward-looking 
statements, as that term is defined under the Private Securities Litigation Reform Act of 
1995. Because such forward-looking statements include risks and uncertainties, actual 
results may differ materially from those expressed or implied by such forward-looking state- 
ments. For example, uncertainty continues to.exist as to future levels and volatility of oil and 
gas price expectations and their effect on drilling levels and demand for our energy-related 
products, the future impact of industry-wide draw-downs of inventories, future import levels 
and the value of the U.S. dollar. Also, uncertainty continues to exist as to future purchased 
steel cost (our principal raw material, representing approximately two-thirds of cost of 
goods sold). 


Overview 
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General 


Maverick Tube Corporation is a leading North American producer of welded 
tubular steel products used in energy and industrial applications. We are the 
largest producer of oil country tubular goods (sometimes referred to as OCTG) 
and line pipe products for use in newly drilled oil and gas wells and for trans- 
porting oil and natural gas. We primarily sell these products to distributors in 
the U.S. and Canada. Over the past two years, we expanded our business into 
coiled tubing products with our acquisitions of Precision and SeaCAT. These 
two acquisitions added $55.8 million of sales to our consolidated operations 
during 2003. Coiled tubing products are used primarily to maintain existing 
wells and to complete new wells. We sell coiled tubing to customers 
throughout North America and internationally. OCTG, line pipe and coiled 
tubing products comprise our energy product line. We generated approxi- 
mately 70.3% of our revenue by supplying products to the energy business 
during 2003. 


We also manufacture structural tubing, also known as hollow structural 
sections or HSS, standard pipe and pipe piling. In January 2003, we entered 
the steel electrical conduit business with our acquisition of Republic Conduit. 
This acquisition added $197.9 million of sales to our consolidated operations 
during 2003. Structural tubing, standard pipe, pipe piling and steel electrical 
conduit products comprise our industrial product line. We sell these indus- 
trial products to service centers, fabricators and end-users. 


Business Acquisitions 


On March 29, 2002, we completed the purchase of all the common stock 
of Precision, a then privately held, Houston based, coiled tubular goods 
manufacturer, in exchange for $60.7 million cash and 200,000 of our 
common shares. 


On December 31, 2002, we acquired the assets and certain liabilities of 
Republic Conduit for $119.9 million cash. In February 2008, we announced 
the closure of the Youngstown, Ohio, operating facility and the divisional 
headquarters of Republic Conduit also located in Youngstown, Ohio. As a 
result, we recorded exit costs of $2.8 million in 2003 as part of the purchase 
price allocation of Republic Conduit. 
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It is not possible to foresee or identify all factors that could have a material and negative 
impact on the future financial performance of the Company. The forward-looking statements 
in this report are based on certain assumptions and analyses we have made in light of our 
experience and perception of historical conditions, expected future developments and other 
factors we believe appropriate under the circumstances. Further information covering issues 
that could materially affect our financial performance is contained in the “Risk Factors” 
section of our Annual Report on Form 10-K for the year ended December 31, 2003. This 
information can be found on the Company's Web site at www.maverick-tube.com. 


The market data and other statistical information used throughout this report are based on 
independent industry publications, government publications, reports by market research 
firms or other published independent sources. Some data is also based on our good faith 
estimates that are derived from our review of internal surveys as well as the independent 
sources listed above. Although we believe these sources are reliable, we have not inde- 
pendently verified the information and cannot guarantee its accuracy and completeness. 


All amounts are expressed in U.S. dollars unless otherwise indicated. 


On February 28, 2003, we completed the acquisition of SeaCAT, a then 
privately held, Houston based, coiled tubular goods manufacturer, in 
exchange for $4.0 million cash, a $5.0 million secured, 11.0% subordinated 
note and 733,676 shares of common stock of the Company. The purchase 
price could be further increased by up to an additional $0.5 million if SeaCAT 
achieves certain performance targets through 2005. 


The aggregate purchase price for these three acquisitions was approximately 
$195.5 million and their combined annual sales for 2003 were $258.2 million. — 
These acquisitions were accounted for as purchase business combinations 
and the financial statements have been consolidated from the dates of the 
acquisitions. 


Energy Products Demand and Consumption 


Demand for our energy-related products depends primarily upon the number 
of oil and natural gas wells being drilled, completed and worked over in the 
U.S. and Canada and the depth and drilling conditions of these wells. The 
levels of these activities are primarily dependent on oil and natural gas prices. 
Many factors, such as the supply and demand for oil and natural gas, general 
economic conditions and global weather patterns influence, these prices. As a 
result, the future level and volatility of oil and natural gas prices are uncertain. 
In addition, seasonal fluctuations impact our customers and the demand for 
our products to some extent. For instance, weather conditions during the first 
half of the year make drilling more difficult in the U.S., while the second and 
third quarters are more difficult in western Canada. Consequently, drilling 
activity and the corresponding demand for our products are lower at these 
times in. these respective regions. 


U.S. end-users obtain OCTG from domestic and foreign pipe producers and 
from draw-downs of inventory from the end-user, distributor or mill invento- 
ries. Industry inventories of our products can change significantly from period 
to period. This can have a direct effect on demand for our products when 
customers draw-down from inventory rather than purchasing our products. 
Canadian distributors do not generally hold significant amounts of inventories. 


The following table illustrates certain factors related to industry-wide drilling 
activity, energy prices, OCTG consumption, shipments, imports and invento- 
ries for the periods presented: 


| Maverick Tube C . subsidiari 


Year Ended December 31, 
TAS.) 2002" 2001 
_ U.S. Market Activity: 
AVeTASe TIPCOUM o's 2 el No 1,031 831 1,157 
Average U.S. energy prices: 
Oil per barrel (West Texas 
Beem intermediate). 0 eS F $31.26 $26.18 $26.11 
_ Natural gas per MCF 
| AVERAPEIS.)™. 5 Gaeta sao $ 5.50 $ 3.29 $ 4.02 
U.S. OCTG Consumption: 
(in thousands of tons) 
U.S. producer shipments ....... 1,828 1,465 1,998 
OREGM etree SAT ie wp A Nm 778 490) 904 
Inventory (increase )/decrease (1) 209 15 
BaUseulplGrs ee Pe Gi ala, oa 94 93 79 
Total U.S. Consumption... ... 2,699 2,207 2,991 


Canadian Market Activity: 
Average tis count?) os... Foe 8 372 262 341 
Average Canadian energy prices: 
Natural gas per U.S. $ per MCF 
(Average Alberta spot price) ... $ 4.72 $ 2.67 $ 4.19 


’ Canadian OCTG Consumption: 
(in thousands of tons) 


Canadian producer shipments ... . 549 410 464 
{LUO} EES es ie aero an ae a 355 195 = 222 
Inventory (increase)/decrease ... . (99) (3) 70 

Total Canadian consumption... . 805 602 756 


The U.S. rig count in the table is based on weekly rig count reporting from Baker Hughes, 
Inc. Energy prices in the table are monthly average period prices as reported by Spears and 
Associates for West Texas Intermediate grade crude oil and the average U.S. monthly 
natural gas cash price as reported by Natural Gas Week. Imports are as reported by Duane 
_ Murphy and Associates in “The OCTG Situation Report.” Inventory (increase)/decrease is 
our estimate based upon independent research by Duane Murphy and Associates. Used 
pipe quantities are calculated by multiplying 8.3 recoverable tubing and casing tons by the 
number of abandoned oil and gas wells. U.S. consumption of OCTG is our estimate based 
on estimated per rig consumption of OCTG multiplied by the Baker Hughes rig count, U.S. 
producer shipments are our estimates calculated based on the components listed above, 


The Canadian rig count in the table is based on weekly rig count reporting from Baker 
Hughes, Inc. Energy prices in the table are the average Alberta natural gas spot price. 
Imports are as reported by Statistics Canada. Inventory (increase)/decrease is our estimate 
based upon data reported by Statistics Canada. Canadian producer shipments are reported 
by Statistics Canada Steel Pipe and Tube Report. 


According to published industry reports, average U.S. drilling increased by 
24.1% from 2002 to 2003, averaging approximately 1,031 rigs, with gas-related 
drilling increasing by 26.0% and oil-related drilling increasing by 14.6%. The 
average rig count for the fourth quarter of 2003 was 1,109 with the rig count 
level increasing to 1,114 at December 31, 2003. Average U.S. natural gas 
prices and oil prices increased during 2003 by 67.2% and 19.4%, respectively. 
Such increases throughout the year in the U.S. had a positive effect on drilling 
levels in 2003. 


According to published industry reports, average Canadian drilling increased 
by 42.0% from 2002 to 2008, averaging approximately 372 rigs. The average rig 
count for the fourth quarter of 2003 was 408 with the rig count level increasing 
to 417 at December 31, 2003. Average Canadian natural gas prices and oil 


prices increased during 2008 by 76.8% and 19.4%, respectively. Such increases 
throughout the year in Canada had a positive effect on drilling levels in 2008. 


Imports into the U.S. remained high during 2008, increasing from a 21.7% 
market share in 2002 to a 28.8% market share in 2003. During 2008, U.S. 
industry inventory increases were relatively minor. During 2002, U.S. industry 
inventory decreases adversely affected U.S. producer shipments by satisfying 
an estimated 9.3% of consumption. We believe as of December 31, 2008, U.S. 
industry inventory was below historical levels in relation to demand, as inven- 
tory months of supply decreased 18.9%, from 5.38 months supply at December 
31, 2002 to 4.8 months supply at December 31, 2008. 


As a result of increased drilling activity, we estimate total U.S. producer ship- 
ments increased by 24.8% in 2003 as compared to 2002. During that same 
period, our shipments of U.S..OCTG increased 37.2% and our export sales, 
primarily to Canada, increased by 140.2%. We estimate our domestic OCTG 
market share increased from 18.9% during 2002 to 20.7% during 2008. The 
20.7% market share we captured during 2008 was higher than the market 
share we have captured historically. We believe this is partially due to our 
customers being generally more active. Our customers typically use our elec- 
tric resistance welded products in shallow wells as opposed to seamless prod- 
ucts used in deeper wells. Shallow well drilling was more active in 2003 when 
compared to the deeper well drilling. 


Imports into Canada increased during 2008 froma 32.4% market share in 
2002 to a 44.1% market share in 2008, During 2008, Canadian producer ship- 
ments of OCTG increased 33.9%. Domestic shipments in Canada were 
adversely impacted by these low-priced imports. During 2003, Canadian 
industry inventory increases added 12.3% to total Canadian OCTG consump- 
tion. During 2002, Canadian inventory increases were relatively minor. 


As a result of the increased drilling activity, we estimate total Canadian 
consumption increased by 33.7% in 2008 as compared to 2002. During that 
same period, our shipments of Canadian OCTG increased 29.0%. However, we 
estimate our Canadian OCTG market share of domestic shipments decreased 
from 39.7% during 2002 to 36.3% during 2003. The 36.3% market share we 
captured during 2003 was slightly lower than the market share we have 
captured historically. We believe this is due to our focus on increasing our 
selling prices throughout the year in a more aggressive manner than our 
competitors and the larger share of the market captured by imports. 


Coiled down-hole tubing is primarily used to service existing oil and gas wells 
to reestablish well production and extend well life. Commodity pricing and 
industry cash flow are primary drivers of well service work and demand for 
coiled down-hole tubing. Industry cash flows increased throughout the year 
primarily due to increasing demand and higher crude oil and-natural gas 
prices. U.S. well service and work-over expenditures were up 6.9% in 2008, 
with well service and well work-over rigs up by a similar amount. However, the 
overall number of jobs was down slightly to 506,600 jobs. For 2004, U.S. well 
service and work-over spending is forecasted to rise another 5.0%, with rig 
activity up by 1.0% and jobs up incrementally to 508,700. We expect our well 
service revenues will increase at least 5.0%, in line with industry expenditures. 


Canadian expenditures on well service and work-over were up 138.1% in 2003 
and rig activity was up 13.2%. Jobs were up only 3.3%. Forecasts for 2004 indi- 
cate expenditures will be up 8.2%, with rig activity and jobs up only 3.1% and 
3.4%, respectively. Canadian service and work-over revenues should follow 
expenditures up at least:8.0% in 2004. 


Published information suggests that U.S. demand for line pipe 16-inch and 
under increased during 2003 by an estimated 0.7%. Domestic shipments 
decreased by 15.6% as the import market share increased from 35.1% to 45.7%. 
Canadian demand for line pipe also increased during 2003 by an estimated 
73.2% with domestic shipments up by 94.0% as the import market share 
decreased from 45.9% to 34.1%.. 2002 was a very weak year for the Canadian 
line pipe market. 19 


Coiled line pipe and umbilical tubing are primarily used in offshore, sub-sea 
applications where continuous lengths of steel line pipe are used as flow lines 
and umbilical tubing is used as sheathing for sub-sea well controls. Coiled 
line pipe is a more cost-effective application compared to traditional jointed 
line pipe as it allows for much more rapid installation, which reduces overall 
installed costs. Published reports indicate U.S. offshore spending was down 
2.8% in 2003 as many offshore projects continue to be deferred. We expect 
this will continue to impact 2004 sales in this segment. 


Industrial Products Demand and Consumption 


Given the numerous applications for our industrial products, sources of 
demand for these products are diverse. Demand depends on the general level 
of economic activity in the construction, transportation, agricultural, material 
handling and recreational market segments, the use of structural tubing as a 
substitute for other structural steel forms, such as I-beams and H-beams, and 
draw-downs of existing customer inventories. 


We estimate the U.S. demand for structural tube products (commonly referred 
to as hollow structural sections or HSS) of the type we produce increased by 
9.8% in 2003 as compared to 2002 and total U.S. producer shipments increased 
by 11.4% as import market share declined from 22.5% to 21.4%. During that 
same period, our U.S. shipments of HSS increased 2.3%. We estimate our 
domestic market share decreased from 9.8% to 9.0%. We believe this is due to 
our focus on increasing our selling prices throughout the year. 


On December 31, 2002, we acquired Republic Conduit and expanded our 
industrial product line into electrical conduit. Electrical conduit is primarily 
used as sheathing for electrical and computer wiring in industrial, commer- 
cial and institutional construction, which are classified as non-residential 
construction. As such, spending on non-residential construction primarily 
influences electrical conduit demand. According to published reports, as a 
result of continued weak economic growth, non-residential construction 
expenditures were down an estimated 5.9% in 2008. As a result, total elec- 
trical conduit shipments were down approximately 8.3% in 2008. Republic 
Conduit shipments decreased only 2.3% during the same time frame. We esti- 
mate our market share increased from 32.9% to 35.1%. We believe that this 
increase was due to the recapturing of market share lost while Republic 
Conduit’s former parent was in bankruptcy. 


Published forecasts call for a 4.6% increase in non-residential construction 
activity in 2004, which reflects forecasts of U.S. gross domestic product 
increases in 2004. Management expects conduit shipments to increase in a 
similar range due to both construction and economic growth in 2004. 
Maverick and three other domestic producers manufacture most of the 
electrical conduit consumed in the U.S. The import and export markets for 
electrical conduit are limited because this light-walled product is easily 
damaged during shipping. 


Standard pipe is used in a variety of applications for transporting fluids such 
as water and steam and structural applications in industrial and commercial 
buildings and industrial processing plants. Demand for standard pipe is prima- 
rily affected by general economic activity and non-residential construction 
expenditures. According to published reports, the U.S. standard pipe market 
demand decreased 4.3% in 2003, while total U.S. domestic producer shipments 
increased by 1.6%, and the import market share decreased from 37.4% to 33.6%. 


Standard pipe prices tend to be very competitive and margins are typically 
thin. As forecasts for 2004 suggest a 4.6% increase in non-residential expen- 
ditures, aggregate standard pipe shipping volumes are expected to increase 
modestly in 2004. Our standard pipe shipments increased from 3,655 tons 
during 2002 to 43,862 tons during 2008 primarily as a result of our Republic 
Conduit acquisition. We estimate our market share increased from 0.3% to 
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2.7%. This increase was due to sales from our large diameter facility and from 
standard pipe shipments from the Republic Conduit acquisition. 


Pricing and Costs of Our Products 


Pricing of our products was generally up during 2003 compared to 2002. Our 
U.S. OCTG product pricing increased 2.2% due to the increase in the average rig 
count level throughout 2003. Average pricing of our U.S. line and standard 
product pricing increased by 8.2% and 14.6%, respectively. Line and standard 
pipe pricing was up due to a different mix of products. Average pricing of our 
US. structural product increased by 1.0% due to increasing steel prices during 
the year. The average price of our conduit product declined from the first 
quarter of 2003 to the fourth quarter of 2003 by 2.2%. Pricing of our Canadian 
energy products and industrial products was up by 14.9% and 6.9%, respectively. 
Canadian prices were impacted by a 12.4% increase in the exchange rate. 


We announced four spot U.S. OCTG price increases since the beginning of 2004 
which have averaged approximately $180 per ton or 28.9%. In addition, we also 
announced steel surcharges in late December 20038, which continue to be 
applied to our U.S. energy, HSS, standard pipe and piling products. We are 
attempting to raise base prices on our conduit and Canadian energy products. 
These surcharges and price increases across all our product lines are designed 
to absorb the anticipated increase in the cost of our principal raw material. 
Given the mix of our U.S. alliance sales and volume of our Canadian OCTG 
business, the timing and the extent to which our price increases can be real- 
ized, are uncertain. No assurance can be given that we will be successful in 
implementing price increases sufficient to fully absorb the anticipated steel 
cost increases discussed below. \ 


Average steel costs included in cost of goods sold increased during 2008 by $31 
per ton, or 10.0% from $311 per ton to $342 per ton. The majority of this change 
resulted from our major supplier of steel effecting several price increases 
(partially offset by several price decreases) since January 1, 2002. As with any 


change in our cost of steel raw materials, we cannot be certain as to the timing 


or extent of which such change is realized. The base replacement cost of hot 
rolled steel at December 31, 2003 is approximately 14.0% above the average 
cost of goods sold per unit experienced during 2003. In December 2003, our 
steel suppliers implemented an unprecedented scrap surcharge based upon 
the American Metal Market's Consumer Buying Price for No. 1 Busheling. It is 
expected the surcharge will fluctuate based on scrap prices on a monthly basis. 
The surcharges for January, February, March and an estimate for April 2004 
are $20 per ton, $60 per ton, $100 per ton and $120 per ton, respectively. We 
expect the replacement cost of steel to remain volatile throughout 2004. We 


estimate our April 2004 replacement cost of steel to be approximately 50% to 


75% above the prevailing price experienced during 2003. However, the magni- 
tude and timing of further steel cost changes are unknown at this time. 


Purchased steel represents approximately two-thirds of our cost of goods sold. 
As aresult, the steel industry, which is normally volatile and cyclical in nature, 
affects our business both positively and negatively. Numerous factors, most of 
which are beyond our control, drive the cycles of the steel industry and influ- 
ence steel prices including the costs of raw material, general economic condi- 
tions, industry capacity utilization, import duties and other trade restrictions 
and currency exchange rates. Changes in steel prices have a significant impact 
on the margin levels of our energy products due to the fact that energy prod- 
ucts pricing is driven by OCTG and line pipe demand and not steel costs. In 
addition, we depend on a few suppliers for a significant portion of our steel. The 
loss of one or more of our significant steel suppliers could affect our ability to 
produce our products and could have a material adverse effect on our business. 


Impact of Market Conditions 


The OCTG market conditions described above impacted our operations and 
our competitors significantly during 2003, as sales remained above normal 


levels throughout the year due to the increase in drilling activity. The 
increase in drilling levels during the year resulted in higher sales. Industry- 
_ wide inventory levels remained relatively flat and thus, had little impact 
on domestic shipments. As our recent experience indicates, oil and gas prices 
are volatile and can have a substantial effect on drilling levels and resulting 
demand for our energy-related products. Uncertainty also exists as to the 
future demand and pricing for our electrical conduit, HSS and other industrial- 
~ related products. 


Trade Cases 


U.S..OCTG — The level of imports of OCTG, which has varied significantly 
over time, affects the U.S. and Canadian OCTG markets. We believe these 
‘import levels are affected by, among other things: 


© North American and overall world demand for OCTG, 
e The trade practices of and government subsidies to foreign producers and 
e The presence or absence of antidumping and countervailing duties. 


Antidumping and countervailing duty orders require special duties to be 
imposed in amounts designed to offset unfair pricing and government subsi- 
dization, respectively. In the U.S., once an order is in place, foreign producers, 
importers, domestic producers. and other parties may request an “administra- 
tive review’ on a yearly basis to determine the duty rates to be applied to 
imports from the companies covered by the review. In addition, a company 
that did not ship to the U.S. during the original period examined by the U.S. 
government may request a “new shipper review” to obtain its own duty rate on 
an expedited basis. 


U.S. antidumping and countervailing duty orders may be revoked as a result 
of periodic “sunset reviews.” An individual importer may also obtain revoca- 
tion applicable only to itself under certain circumstances. In June 2000, the 
U.S. government completed sunset reviews of orders covering Canada and 
Taiwan and revoked both orders. In June 2001, the U.S. government 
completed sunset reviews of the orders covering Argentina, Italy, Japan, 
Korea and Mexico and kept those orders in place. However, those orders will 
be subject to a new sunset review beginning in 2005. If the orders covering 
imports from Argentina, Italy, Japan, Korea and Mexico are revoked in full or 
in part or the duty rates lowered, we could be exposed to increased competi- 
tion from imports that could have a material adverse effect on our U.S. busi- 
ness. In addition, the Continued Dumping and Subsidy Offset Act (“CDSOA”) 
was passed during 2000. This act allowed for the tariffs collected by the U.S. 
Customs Department to be dispersed to those companies that supported the 
original suit. 


In March 2002, an antidumping petition was filed with the U.S. government 
covering OCTG from Austria, Brazil, China, France, Germany, India, Indonesia, 
Romania, South Africa, Spain, Turkey, Ukraine and Venezuela. On May 10, 
2002, the U.S. government voted to end this case. As a result of this ruling, 
there was not any additional import relief for OCTG. Imports of OCTG products 
increased 59.0% from 2002 to 2003, with import market share growing from 
21.7% in 2002 to 28.8% in 2003. This increased level of imports contributed to 
weaker product pricing throughout most of 2003. In the absence of a trade 
finding on OCTG, we can expect our OCTG products to continue to be subject 
to both price and demand pressure throughout 2004. 


U.S. Line Pipe — The three-year tariff rate quota on welded line pipe 16-inch 
and under imposed in March 2000 under Section 201 expired on March 1, 2003. 
In early March 2004, an antidumping petition was filed with the U.S. govern- 
ment covering line pipe from China, Korea and Mexico. 


U.S. Industrial and Other — The Section 201 trade case signed by the 
President'in March 2002 provided a three-year program of quotas and tariffs 
covering a wide range of imported steel products with the exception of OCTG. 
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Of specific interest to our business, imported flat rolled products, including hot 
rolled steel coils, are subject to a three-year decreasing tariff system of 30.0%, 
24.0% and 18.0%. Also, our standard pipe product line and HSS product line 
are subject to this same tariff system of 15.0%, 12.0% and 9.0%. On November 
10, 2003, the World Trade Organization found the Section 201 trade case illegal. 
Based on this decision, the European Union and other complaining countries 
were in a position to impose retaliatory measures. As a result, on December 5, 
2003, the President rescinded the Section 201 protection on steel imports. 


Canada — In August 2002, the Canadian International Trade Tribunal found 
injury on the part of all imported steel products except hot rolled products. In 
September 2003, the Canadian government rejected the Tribunal’s findings; 
thus, no additional duties will be imposed and no further trade action has 
been taken. 


In October 2003, the Canada Customs and Revenue Agency initiated an 
inquiry into imports of HSS into Canada. Imports of HSS into Canada can 
affect our Canadian HSS selling prices and volumes. 


Collective Bargaining Agreements 


Prudential’s facility located in Calgary, Alberta, operates under a collective 
bargaining agreement expiring on December 31, 2006 covering approxi- 
mately 78% of all Prudential employees. Prudential has a good working rela- 
tionship with the union and there have been no significant labor stoppages 
in their history. 


Facilities acquired as part of the assets and certain liabilities of Republic 
Conduit, which are located in Elyria, Ohio; Ferndale, Michigan; and Counce, 
Tennessee, operate under several collective bargaining agreements. 


- Collective bargaining agreements cover approximately 49% of all the Republic 


Conduit employees. Each of these collective bargaining agreements expires 
on November 15, 2005. 


Results of Operations 
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The following table illustrates the operating results and tons shipped for the 
periods presents (in millions, except per share data and tons shipped): 


2003 vs. 2002 
2003 2002 Change. % Change 
Energy tons shipped .... . 882,109 575,994 306,115 53.1% 
Industrial tons shipped. . . . 399,535 164,858 284677 142.4% 
Total tons'shipped ..... . 1,281,644 740,852 540,792 73.0% 
Netisalde> Wy fn) solar $ 8843 $4529 $ 4814 95.8% 
Cost of goodssold ...... 783.3 409.9 373.4 91.1% 
(CHOSSORD IEE bly aac 101.0 43.0 58.0 134.9% 
Income from operations. . . . 45.3 10.5 34.8 — 331.4% 
Income from continuing 
operations before income taxes . 35.7 6.2 29.5 475.8% 
Income from continuing 
Operations 1, as igahae 23.0 2.9 20.1 693.1% 
Netincome. 1%: 1a) 44 23.0 3.4 19.6 576.5% 
Diluted earnings per share 
from continuing operations. . 0.55 0.08 0.47 587.5% 
Diluted earnings per share. . . 0.55 0.09 0.46 511.1% 
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2002 vs. 2001 
2002 2001 Change —% Change 

Energy tons shipped. . .. . 575,994 704,149 (128,155) (18.2%) 
Industrial tons shipped . . . 164,858 182,842 (17,984) (9.8%) 
Total tons shipped .... . 740,852 886,991 — (146,189) ~ (16.5%) 
Netsalesseiste es teem $ 452.9 ~ $ 544.9 ~ $- (92:0) (16.9%) 
Cost of goods sold... . . . 409.9 441.8 (31.9) (7.2%) 
Grossiprotit. sachet anaes 43.0 103.1 (60.1) ~ (58.38%) 
Income from operations . . . 10.5 63.6 (58.1) (83.5%) 
Income from continuing 

operations before income taxes. 6.2 60.5 (54.38) (89.8%) 
Income from continuing 

OPeLablONGu sa. oe ge ene 2.9 39.2 (36.38) (92.6%) 
Net income) sees es 3.4 28.0 (24.6) (87.9%) 
Diluted earnings per share ; 

from continuing operations. 0.08 1.15 (1.07) (98.0%) 
Diluted earnings per share. . 0.09 0.82 (0.78) (89.0%) 


Year Ended December 31, 2003 
Compared to Year Ended December 31, 2002 


Overall Company 


In 2008, net sales increased $431.4 million, or 95.3%, from $452.9 million in 
2002 to $884.3 million in 2003. These results were attributable primarily to an 
increase of 73.0% in total product shipments, from 740,852 tons in 2002 to 
1,281,644 tons in 2003 and a 12.9% increase in the overall average net selling 
price of our products during 2008 from an average of $611 per ton to $690 per 
ton. Total product shipments increased 282,593 and 10,677 during 2008 and 
2002, respectively, due to our acquisitions of Republic Conduit, Precision and 
SeaCAT. Net sales associated with these acquisitions were $258.2 million and 
$29.1 million for 2008 and 2002, respectively. 


Cost of goods sold increased $373.4 million, or 91.1%, from $409.9 million in 
2002 to $783.3 million in 2008. Overall unit cost per ton of products sold 
increased 10.5% (from an average of $553 per ton to $611 per ton) in 2008. 
Costs increased as a result of our recent acquisitions of Precision, Republic 
Conduit and SeaCAT. The product lines of these entities are more value- 
added and thus, have higher steel and conversion costs associated with them. 
Costs also increased due to a 73.0% increase in total product shipments and 
an increase in steel costs of $31 per ton or 10.0%. See “Overview.” 


Gross profit increased $58.0 million, or 134.9%, from $43.0 million in 2002 to 
$101.0 million in 2003. Gross profit per ton for 2002 was $58 per ton as 
compared to $79 per ton for 2008. Gross profit per ton increased as a result of 
higher selling prices, partially offset by higher steel costs. Gross profit as a 
percentage of net sales was 11.4% for 2008, as compared to 9.5% for 2002. 


Selling, general and administrative expenses increased $22.2 million, or 65.3%, 
from $34.0 million in 2002 to $56.2 million in 2003. This increase resulted 
primarily from the additional expenses associated with Republic Conduit sales 
and administrative personnel and additional incentive compensation. See 
“Overview.” Selling, general and administrative expenses as a percentage of 
net sales decreased from 7.5% in 2002 to 6.4% in 2008. The decrease was due 
to the higher shipment levels during 2003 compared to 2002 along with the cost 
increases for the comparable period. 


During December 2001, we announced our plan to exit the Longview, 


Washington, facility and move the production equipment to Hickman, 
Arkansas. In connection with the exit plan, we recorded a restructuring 
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charge in 2001 of $8.1 million related to the write-down of property, plant and 
equipment, severance and closure costs. In 2008, we recorded an additional 
charge of $0.6 million for the write-down of property to reflect the most recent 
market data and other cash charges. The most significant accounting esti- 
mate is the value of the land and building at the facility, which is based on a 
firm contract on the sale of this property. We expect to close the transaction 
during the first half of 2004. 


The Company recognized a $1.1 million recovery for the trade case 
outstanding with the Department of Commerce during 2003. Payments went 
to various companies, including Maverick, under CDSOA and were made to 
cover certain expenses including investment in manufacturing facilities and 
acquisition of technology incurred after the imposition of antidumping and 
anti-subsidy measures. We cannot predict the amounts or the certainty of any 
future recoveries associated with CDSOA. Because these expenses were 
included in operating income in previous years, we recorded the recovery as 
a separate line item included in operating income to consistently reflect the 
effect of this payment on operations. 


Interest expense increased $5.3 million, or 123.8%, from-$4.3 millionin 2002 
to $9.6 million in 2008 as a result of higher average borrowings (primarily due 
to the acquisitions of Precision, Republic Conduit and SeaCAT and the June 
2003 issuance of contingent convertible, senior subordinated notes (the 
“Convertible Notes”)) partially offset by lower average interest rates during 
2003 compared to 2002. 


The provision for income taxes on continuing operations was $12.7 million for 
2008, compared to the prior year provision of $3.3 million. This change is 
attributable to the generation of pre-tax income of $35.7 million in 2003, 
compared to pre-tax income in 2002 of $6.2 million. The effective income tax 
rate for 2003 did not significantly differ from the federal statutory tax rate. 


As a result of the increased gross profit and the other factors discussed above, 
we generated net income of $23.0 million, or $0.55 diluted income per share 
in 2008, an increase of $19.6 million from the $3.4 million, or $0.09 diluted 
income per share reported for 2002. 


Segment Information 


The Company's two segments are the Energy Products segment and the 
Industrial Products segment. These new segments are designed to improve 
the alignment of strategies and objectives among sales, marketing and produc- 
tion; provide for more timely and rational allocation of resources within busi- 
nesses; and focus long-term planning efforts on key objectives and initiatives. 


Energy Products Segment 


Energy product sales increased $246.8 million, or 65.8%, from $375.1 million 
in 2002 to $621.9 million in 2008. Energy product shipments increased 
306,115 tons, or 53.1%, from 575,994 tons to 882,109 tons over the same period. 
Energy product shipments primarily increased due to the U.S. and Canadian 
rig counts increasing from 831 and 262 active rigs, respectively, in 2002 to 
1,031 and 372 active rigs, respectively, in 2003. Overall average net selling 
prices for energy products increased 8.3% from the prior year, from an average 
of $651 per ton to $705 per ton. The increase in energy product sales was 
primarily due to strengthening market conditions and the additional sales 
attributable to the Precision and SeaCAT businesses. Energy product sales 
attributable to these recent acquisitions were $74.5 million and $29.1 million 
for 2003 and 2002, respectively. See “Overview.” 


Energy cost of goods sold increased $205.7 million, or 61.1%, from $336.7 
million in 2002 to $542.4 million in 2008. Overall unit cost per ton of products 
sold increased 5.1% (from an average of $585 per ton to $615 per ton) in 2008. 


The increase in cost of goods sold is primarily due to a 58.1% increase in total 
product’shipments and an increase in steel costs of $31 or 10.0% per ton. 


_ Gross profit for energy products was $79.5 million for 2003 compared to gross 
profit of $38.4 million for 2002. See “Overview.” Gross profit was $90 per ton 
_ for 2003 compared to $67 per ton for 2002. Energy product gross profit margin 
percentage was 12.8% for 2003, compared to a gross profit margin percentage 
of 10.2% for 2002. The changes in the gross profit are due to the factors 
discussed above. 


Industrial Products Segment 


Industrial product sales increased $184.6 million, or 237.3%, from $77.8 
million in 2002 to $262.4 million in 2003. Industrial product shipments 
increased 234,677 tons, or 142.4%, from 164,858 tons to 399,535 tons over the 
same period. This increase in industrial product sales and shipments resulted 
from the additional $178.7 million in sales and 227,861 tons attributable to the 
industrial products sold by Republic Conduit. See “Overview.” Overall 
average net selling price for industrial products increased 39.2% from the 
comparable period of the prior year from an average of $472 per ton to $657 
per ton. The-addition of Republic Conduit that added both electrical conduit 
and mechanical tubing increased the average selling price of our industrial 
product line by an additional 39.1%. These products are more value-added 
and thus, sell for a higher price. 
Industrial product cost of goods sold increased $167.7 million, or 229.1%, from 
$73.2 million in 2002 to $240.9 million in 2008. Overall unit cost per ton of 
‘products sold increased 35.8% (from an average of $444 per ton to $603 per 
ton) in 2003. The increase in cost of goods sold is primarily due to a 142.4% 
increase in total product shipments and an increase in steel costs of $31 or 
10.0% per ton. 


Gross profit for industrial products was $21.5 million for 2003 compared to a 
gross profit of $4.6 million for 2002. The increase in gross profit was primarily 
attributable to the addition of the industrial products from Republic Conduit. 
Gross profit was $54 per ton as compared to $28 per ton in the prior year, 
reflecting stronger selling prices, partially offset by higher steel prices. 
Industrial product gross profit margin percentage was 8.2% for 2008, 
compared to 5.9% gross profit margin during the prior year. 


Year Ended December 31, 2002 
Compared to Year Ended December 31, 2001 


Overall Company 


In 2002, net sales decreased $92.0 million, or 16.9%, from $544.9 million in 2001 
to $452.9 million in 2002. These results were attributable primarily to a 
decrease of 16.5% in total product shipments, from 886,991 tons in 2001 to 
740,852 tons in 2002 and a 0.5% decrease in the overall average net selling 
- price of our products during 2002 from an average of $614 per ton to $611 per 
ton. 


Cost of goods sold decreased $31.9 million, or 7.2%, from $441.8 million in 2001 
to $409.9 million in 2002. Overall unit cost per ton of products sold increased 
11.0% (from an average of $498 per ton to $553 per ton) in 2002. The increase 
/ was due primarily to an increase in steel costs of $37 or 13.5% per ton. The 
decrease in cost of goods sold is primarily due to a 16.5% decrease in total 
product shipments partially offset by an overall increase in conversion costs 
during 2002 primarily due to lower fixed cost absorption. 


Gross profit decreased $60.1 million, or 58.3%, from $103.1 million in 2001 to 
$43.0. million in 2002. Gross profit per ton for 2001 was $116 per ton as 
compared to $58 per ton for 2002. Gross profit per ton decreased as a result of 
higher steel costs, lower selling prices and higher conversion costs. Gross profit 
as a percentage of net sales was 9.5% for 2002, as compared to 18.9% for 2001. 
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Selling, general and administrative expenses increased $3.6 million, or 11.8%, 
from $30.4 million in 2001 to $34.0 million in 2002. These expenses were prin- 
cipally impacted by additional expenses from the Precision sales and admin- 
istration personnel and depreciation on our new enterprise resource planning 
system, partially offset by decreased incentive compensation. Selling, general 
and administrative expenses as a percentage of net sales increased from 5.6% 
in 2001 to 7.5% in 2002. 


In connection with the plan to exit the Longview, Washington, facility, we 
recorded a charge of $1.2 million in 2002 for the write-down of property to 
reflect the most recent market data and certain additional cash charges. 


In connection with CDSOA, the Company received a $2.7 million recovery 
for the trade case outstanding with the Department of Commerce in 2002. 


Interest expense increased $1.2 million, or 38.7%, from $3.1 million in 2001 to 
$4.3 million in 2002 as a result of an increase in deferred loan amortization 
associated with our new revolving credit facility partially offset by a decrease 
in borrowings and a decrease in interest rates. 


The provision for income taxes on continuing operations was $3.3 million for 
2002, compared to the prior year provision of $21.2 million. This change is 
attributable to the generation of pre-tax income of $6.2 million in 2002, 
compared to pre-tax income in 2001 of $60.5 million. The effective income tax 
rate for 2002 differed from the federal statutory tax rate due to several factors, 
the most significant of which were-taxes on foreign dividends partially offset 
by a decrease in the valuation allowance. 


During the first quarter of 2001, we adopted a formal plan to sell the operating 
assets of our Cold Drawn Tubular Business (DOM) and recorded a loss on 
disposal of $10.2 million. On March 29, 2002, pursuant to an asset purchase 
agreement dated March 21, 2002; the Company completed the sale of the 
DOM business and reduced the provision for loss on disposal by $0.5 million 
after-tax. 


~ As aresult of the decreased gross profit and restructuring costs partially offset 
_ by the partial trade case relief and the other factors discussed above, we 


generated net income of $3.4 million, or $0.09 diluted income per share in 
2002, a decrease of $24.6 million from the $28.0 million, or $0.82 diluted 
income per share reported for 2001. 


Segment Information 


Energy Products Segment 


Energy product sales decreased $90.0 million, or 19.4%, from $465.1 million in 
2001 to $375.1 million in 2002. Energy product shipments decreased 128,155 
tons, or 18.2%, from 704,149 tons to 575,994 tons over the same period. Energy 
product shipments primarily decreased due to the U.S. and Canadian rig 
counts decreasing from 1,157 and 341 active rigs, respectively, in 2001 to 831 
and 262 active rigs, respectively, in 2002. Overall average net selling prices for 
energy products decreased 1.5% from the prior year, from an average of $661 
per ton to $651 per ton. The decrease in energy product sales was primarily 
due to weakening market conditions. 


Energy product cost of goods sold decreased $25.7 million, or 7.1%, from 
$362.4 million in 2001 to $336.7 million in 2002. The decrease in cost of goods 
sold is primarily due to.an 18.2% decrease in total product shipments partially 
offset by an increase in steel costs of $37 or 13.5% per ton and overall increase 
in conversion costs during 2002 primarily due to lower fixed cost absorption. 
Overall unit cost per ton of products sold increased 13.6% (from an average of 
$515 per ton to $585 per ton) in 2002. 
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Gross profit for energy products was $38.4 million for 2002 compared to a 
gross profit of $102.7 million for 2001. Gross profit was $67 per ton in 2002 
compared to $146 per ton in 2001. Energy product gross profit margin 
percentage was 10.2% for 2002, compared to a gross profit margin percentage 
of 22.1% for 2001. 


Industrial Products Segment 


Industrial product sales decreased $2.0 million, or 2.5%, from $79.8 million in 
2001 to $77.8 million in 2002. Industrial product shipments decreased 17,984 
tons, or 9.8%, from 182,842 tons to 164,858 tons over the same period. The 
decrease in sales and shipments was primarily due to weakening market 
conditions. Overall average net selling price for industrial products 
increased 8.3% from the prior year from an average of $486 per ton to $472 
per ton. 


Industrial product cost of goods sold decreased ‘$6.2 million, or 7.8%, from 
$79.4 million in 2001 to $73.2 million in 2002. Overall unit cost per ton of prod- 
ucts sold increased 2.3% (from an average of $434 per ton to $444 per ton) in 


2002. The decrease in cost of goods sold is primarily due to a 9.8% decrease _ 


in total product shipments partially offset by an increase in steel costs of $37 
or 13.5% per ton and an overall increase in conversion costs during 2002 
primarily was due to lower fixed cost absorption. 


Gross profit for industrial products was $4.6 million for 2002, compared to a 
gross profit of $0.4 million for 2001. Gross profit was $28 per ton as compared 
to $2 per ton in the prior year, reflecting stronger selling prices, partially offset 
by higher steel prices. Industrial product gross profit margin percentage was 
5.9% for 2002, compared to 0.5% gross profit margin during the prior year. 


Liquidity and Capital Resources 
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Working capital at December 31, 2003 was $253.7 million and the ratio of 
current assets to current liabilities was 3.8 to 1.0, compared to working capital 
of $201.2 million and a current ratio of 2.9 to 1.0 at December 31, 2002. The 
increase in working capital was principally due to a $48.5 million increase in 
accounts receivable, a $26.7 million increase in cash and cash equivalents and 
a $30.9 million decrease in accounts payable partially offset by a $26.2 million 
decrease in inventory, a $5.8 million decrease in deferred taxes and a $10.9 
million increase in accrued expenses and other liabilities. The increase in 
accounts receivable and the decrease in inventory are due to increases in ship- 
ments during 2003 compared to 2002, especially during the fourth quarter. The 
increase in cash and cash equivalents and the decrease in accounts payable 
was due to the proceeds from the issuance of the Convertible Notes in June 
2003. A portion of these proceeds were utilized to pay vendors who offer 
discounts for timely payments and:thus, lowered our accounts payable balance. 
Cash provided by continuing operating activities for 2003 was $26.9 million. 


Cash used in investing activities in 2003 and 2002 was $24.8 million and $199.8 
million, respectively. In 2008, we used $3.9 million for the installation of a 
new slitter in Arkansas, $7.0 million for integration and system efforts on our 
enterprise resource system and $9.9 million for other equipment and office 
upgrades. In 2008, we also used $4.0 million for the acquisition of SeaCAT. In 
2002, we used $177.1 million for the acquisitions of Republic Conduit and 
Precision. In 2002, we also used $6.1 million for the installation of equipment 
relocated from our Longview, Washington, facility to our large diameter pipe 
and tubing facility in Hickman, Arkansas; $3.5 million for the installation of 
the Longview slitter in our Calgary, Alberta, facility and $18.2 million for other 
equipment and system upgrades. 
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During 2008, cash provided by financing activities was $23.5 million, princi- 
pally attributable to the $120.0 million Convertible Notes issued in June 2008, 
partially offset by an $89.5 million decrease in our long-term revolving credit 
facility, a $4.6 million increase in deferred debt costs and $3.0 million of regu- 
larly scheduled term debt payments. Our net debt to capitalization ratio (the 
sum of our current and long-term debt, net of cash and cash equivalents 
compared to the sum of our stockholders’ equity and our current and long- 
term debt, net of cash and cash equivalents) decreased from 28.7% at 
December 31, 2002 to 27.9% at December 31, 2003. This ratio is a measure of 
our long-term liquidity and is an indicator of financial flexibility. 


During 2002, cash provided by financing activities was $168.3 million, princi- 
pally attributable to a $70.9 million increase in our long-term revolving credit 
facility, $90.4 million from the issuance of 6.5 million shares of common stock 
and the sale of 1.2 million shares of treasury stock in the amount of $15.9 
million, partially offset by a $3.2 million decrease in our short-term revolving 
credit facility and $1.2 million of regularly scheduled terra debt payments. 
The principal use of these cash flows was the acquisition of Republic Conduit 
and Precision during 2002. 


During 2001, cash used by financing activities was $27.0 million, principally 
attributable to a net pay-down of $18.0 million in our revolving credit facilities 
and the purchase of 1.2 million shares of treasury stock in the amount of $11.5 
million supplemented by $2.5 million from employee stock option exercises. 


We have a senior credit revolving facility providing for a $185.0 million 
revolving line of credit. At December 31, 2008, we had an outstanding balance 
of $50.2 million against the line, and outstanding letters of credit under this 
agreement of $1.8 million. Interest is payable monthly at the LIBOR rate 
adjusted by an interest margin, depending upon certain financial measure- 
ments. Under the revolving senior credit facility, we can borrow an amount 
based on a percentage of eligible accounts receivable, eligible inventory and - 
property, plant and equipment reduced by outstanding letters of credit. The 
additional available-borrowing under the senior credit facility was approxi- 
mately $133.0 million as of December 31, 2003. The senior credit facility 
includes a restrictive covenant relating to maintaining a minimum fixed 
charge coverage ratio if availability falls below $30.0 million. Also, if avail- 
ability falls below $50.0 million, the debt will be classified as current. The 
senior credit facility also limits capital expenditures to $30.0 million per year 
and limits our ability to pay dividends, create liens, sell assets or enter into 
transactions with affiliates without the consent of the lenders. 


In June 2003, we issued $120.0 million of Convertible Notes due June 15, 2033. 
The Company pays interest semi-annually on the Convertible Notes at the rate 
of 4.0% per annum. Beginning with the six-month interest period 
commencing on June 15, 2008, the Company will pay contingent interest 
during a six-month interest period if the average trading price of the 
Convertible Notes equals or exceeds 130.0% of the principal amount of the 
Convertible Notes during a specified period prior to. such six-month interest 
period. The Convertible Notes are general unsecured obligations of the 
Company and are subordinated to the Company’s senior indebtedness 
referred to above. We applied approximately $73.0 million of the net proceeds 
of the offering to pay down our borrowings under our senior credit facility. 
After application of this amount, our senior credit facility borrowings were 
just above $50.0 million. We initially applied the remaining net proceeds to 
cash and, thereafter, applied approximately $30.0 million of cash to pay 
various trade vendors who were offering discounts for early payment. 


Given the current steel price environment, inventory levels and operating 
levels, we believe that working capital needs could expand substantially. 
Cash, near-term profitability and the liquidity under the senior credit facility 
should be more than adequate to sustain these levels of operations at the 


higher steel prices. We also anticipate we will comply with our debt 
covenants in 2004 and beyond; however, if our operations are more severely 
impacted by steel price changes or by how steel price increases impact our 
volumes, our earnings may be less than projected and we could be in default 
under this facility. Although we would attempt to obtain an amendment to 
the facility to cure any breach or a waiver, from the lender, we cannot give 
any assurance we could obtain an amendment or waiver or one with terms 
as favorable as the terms of the credit facility. We are investigating all 
options to reduce the liquidity demands on the Company including inven- 
tory consignments, capital expenditure needs and other financing options. 


We have entered into an interest rate swap agreement with a notional 
amount of $50.0 million that fixes the LIBOR-based variable rate in our 
senior credit facility at 2.24% (before the applicable margin). The swap 
agreement terminates on March 21, 2005. The swap is being accounted for 
as a cash flow hedge. Accordingly, the difference between the interest 
received and interest paid is reflected as an adjustment to interest expense. 
Under the terms of the swap agreement, the next settlement amount is due 
March 2004. At December 31, 2003, the swap agreement is reflected in the 
accompanying consolidated balance sheet in other accrued liabilities at its 
fair value of $0.4 million. The unrealized loss on the fair value of the swap 
agreement is reflected, net of taxes, in other comprehensive loss. 


We have entered into a foreign currency hedge agreement with a notional 
amount of $30.0 million that fixes the purchase of Canadian dollars for 
conversion into U.S. dollars on January 28, 2004 at an exchange rate of 
1.4139. Prudential (a Canadian subsidiary) currently borrows funds denom- 
inated in U.S. dollars. This hedge agreement is designed to protect the vari- 
ability of foreign currency risk when the debt matures. The settlement date 
for the hedge agreement is January 23, 2004. The swap is being accounted 
for as a cash flow hedge. Accordingly, the difference between the spot rate 
at the inception of the contract and the forward rate is reflected as an 
adjustment to interest expense during the duration of the contract. At 
December 31, 2008, the hedge agreement is reflected in the accompanying 
consolidated balance sheet in other accrued liabilities at its fair value of 
$2.7 million. The unrealized loss on the fair value of the hedge agreement 
is reflected, net of taxes, in other comprehensive loss. 


Consistent with the Company's business strategy, we currently intend to 
retain earnings to finance the growth and development of our business and 
we do not anticipate paying cash dividends in the near future. Any payment 
of cash dividends in the future will depend upon our financial condition, 
capital requirements and earnings as well as other factors the Board of 
Directors may deem relevant. Our long-term revolving credit facility with 
commercial lenders restricts the amount of dividends we can pay to our 
stockholders. 


Our capital expenditure budget for 2004 is approximately $22.2 million. Our 
capital expenditure budget will be used to acquire new equipment for our 
existing manufacturing facilities and to implement our enterprise resource 
planning system in our newly acquired subsidiaries. We expect to meet 
ongoing working capital and the capital expenditure requirements from a 
combination of cash flow from operating activities and available borrowings 
under our revolving credit facility. However, this budget could be reduced 
to help manage liquidity needs in the current volatile steel market with no 
adverse impact to our operations. 


Contractual Obligations 


In the normal course of business, we enter into contracts and commitments 
which obligate us to make payments in the future. The following table sets 
forth certain information about the Company's contractual obligations as of 
December 31, 2003 (in thousands): 


Maverick Tube C Si bsidfari 


Payments Due By Period oe 
Contractual Less Than 2-3 4-5 After Market 
Obligations Total 1 Year Years Years ~ 5 Years Value 
_ Capital lease 
obligations 
(Give da rsesie ss 7 $ 2,742 $1,084 $ 1,246 $462 $ — $ 2,869 
Long-term debt 
(variable) 5 2. 50,218 — 60,2138 — — 50,218 
Convertible Notes 
@ixed!)aeac rca mae 120,000 — — — 120,000 128,600 
Note payable 
(fixed}oetiies Oe. 5,000 2,500 2,500. — — 5,296 
Other liabilities 
(fixed) ie. caa tee 1197 544 6538, — _ 1,197 


Total contractual 
cash obligations 


. . $179,152 $4,078 $54,612 $462 $120,000 $183,175 


Critical Accounting Estimates 


a a eee ee eee eee oe eee 


Certain accounting issues require management estimates and judgments for 
the preparation of financial statements. We believe that the estimates, 
assumptions and judgements involved in the accounting policies described 
below have the greatest potential impact on our financial statements. 
Therefore, we consider these to be our critical accounting estimates. Our 
management has discussed the development and selection of these critical 
accounting estimates with the Audit Committee of our Board of Directors and 
the Audit Committee has reviewed the Company’s disclosure relating to these 
estimates in the “Management's Discussion and Analysis.” Our most signifi- 
cant estimates and judgments are listed below. 


Goodwill and Other Intangible Assets 


Our acquisition of Precision, Republic Conduit and SeaCAT has resulted in 
goodwill of $83.0 million and other acquired intangibles, net of accumulated 
amortization, of $35.3 million. We conducted the required impairment test of 
our goodwill and other intangible assets in the fourth quarter of 2003 and 
determined that no impairment had occurred. We will be required to conduct 
an impairment test of goodwill and other intangible assets on an annual basis 
and between annual tests if an event occurs or circumstances change that 
would more likely than not reduce the fair value of a reporting unit below its 
carrying value. 


Management analyzed the valuation of our recent acquisitions by utilizing a 
discounted cash flow method and a market multiple method. Both of these 
techniques required us to estimate future sales prices and volumes. We used 
our internal budgets, which are based on recent sales data and market infor- 
mation as well as current cost of production, to estimate future cash flows. We 
estimated that the enterprise value of our acquisition was greater than our 
investment. While the annual impairment tests did not indicate goodwill 
impairment, we would be subject to future impairment if the operating results 
and cash flows of our recent acquisitions would not support the fair value of 
the reporting unit’s net assets including goodwill. 


Accounts Receivable Collectibility 


We evaluate the collectibility of our accounts receivable for each of our 
segments based on a combination of factors. In circumstances where we are 
aware of a specific customer’s inability to meet its financial obligations to us 
(e.g., bankruptcy filing, substantial downgrading of credit), we record a 
specific reserve for bad debts against the amounts due reducing the net recog- 
nized receivable to the amount we estimate will be collected. For all other 
customers, we estimate reserves for bad debts based on the length of time 
receivables have been past due and our experience with receivable collection. 
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If circumstances change, such as further deterioration in a major customer’s 
ability to meet its financial obligations to us, our estimate of the recovery 
could be reduced by a material amount. Our bad debt expense was $0.2 
million for 2003 and $0.4 million for 2002. 


Cold Drawn Tubular Business Discontinued Operation 


On March 29, 2002, pursuant to an asset purchase agreement dated March 21, 
2002, Maverick Tube L.P. completed the sale of our cold drawn tubular assets 
to Pennsylvania Cold Drawn, LLC (“PCD”) for $8.1 million, consisting of cash 
of $1.2 million and the buyer’s nine-year secured promissory note for $6.9 
million. During 2003, we restructured the buyer’s promissory note in 
exchange for the release of our guarantee of certain payment obligations and 


obtained additional security including the buyer's personal guarantee and — 


increased the outstanding note obligation. As of December 31, 2008, we hold 
three notes totaling $9.5 million. We have not established reserves against 
these notes as we estimate the collateral value of the equipment is adequate 
to cover losses, if any, we may experience based upon an event of default. 


In January 2003, the Financial Accounting Standards Board (“FASB”) issued 
Interpretation No. 46, “Consolidation of Variable Interest Entities” (FIN 46). A 
variable interest entity is a corporation, partnership, trust or any other legal 
structure used for business purposes that does not have equity investors with 
voting rights or has equity investors that do not provide sufficient financial 
resources for the entity to support its activities. FIN 46 requires a variable 
interest entity to be consolidated by a company if that company is subject to a 
majority of the risk of loss from the variable interest entity's activities or enti- 
tled to receive a majority of the entity's residual returns, or both. The provisions 
of FIN 46 are required to be adopted the last day of the first quarter of 2004. 


If we are required to consolidate PCD’s operations into ours, on March 81, 
2004, the Company may record a non-cash cumulative charge based on the 
adoption of FIN 46, in the range of approximately $1.0 to $2.0 million to recog- 
nize PCD’s prior net losses. This would be reported as a separate line item in 
the consolidated statements of income, net of tax. The charge will be based 
on the fair value of the net. assets of PCD. 


Income Tax Matters 


We face challenges from domestic and foreign tax authorities regarding the 
amount. of taxes due. These challenges include questions regarding the timing 
and amount of deductions and the allocation of income among various taxing 
jurisdictions. In evaluating the exposure associated with our various filing posi- 
tions, we estimate reserves for probable exposures. Based on our evaluation of 
our tax positions, we believe we have appropriately accrued for probable expo- 
sures. To the extent we were to prevail in matters for which accruals have been 
established or be required to pay amounts in excess of our reserves, our effec- 
tive tax rate in a given financial statement period may be materially impacted. 


We had alternative minimum tax credit carryforwards of $5.3 million available 
for income tax purposes at December 31, 2003. These tax carryforwards do not 
expire. At December 31, 2003, we had net operating loss carryforwards with 
a tax value of $3.3 million. Our current assessment is the character and 
nature of future taxable income will allow us to realize the full amount of the 
tax benefits of the net operating loss carryforwards before they expire 
between 2005 and 2023. 


Income tax expense recorded on cumulative undistributed foreign earnings is 
fully offset by foreign tax credits associated with those earnings. At December 
31, 2003, we had $12.4 million of foreign tax credit carryforwards. We have 
placed a valuation allowance of $6.9 million against these foreign tax credit 
carryforwards to reflect the amount more likely than not to be realized in the 
future. With the Company's recent acquisitions, management believes it will 
be able to generate sufficient foreign source income and maintain domestic 
profitability within the five-year time frame required to utilize the remaining 
foreign tax credit carryforward. 
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In addition, we are deducting more interest expense for tax purposes than the 
stated coupon rate on the Notes. The deductibility of the additional interest 
beyond the stated coupon rate may have to be recaptured, in part or in whole, 
if the Convertible Notes are redeemed for cash instead of converted into our 


common stock. Should a cash redemption occur, depending on other factors, 
tax payments may increase. : 


Pension Plans 


Prudential sponsors two pension plans (Hourly Plan and Salary Plan) and a 
supplemental executive retirement plan (SERP). The most significant esti- 
mates involve the expected long-term rate of return on plan assets and 
discount rate. Prudential has assumed the expected long-term rate of return 
to be 7.0% and the discount rate, which reflects the current rate at which 
pension liabilities could be effectively settled, to be 6.5% at December 31, 
2003. In estimating both the long-term rate and the discount rate, Prudential 
looks at rates of return on high-quality, fixed income investments with a 
balance between equity and fixed income investments. Prudential monitors 
the performance of the funds semi-annually against asset return benchmarks 
mandated by Prudential’s board. Based upon these benchmarks, we believe 
our pension assumptions are appropriate. 


Quantitative and Qualitative — 
Disclosures About Market Risk 


am ee aa 


Interest Rate Risk 


We are subject to interest rate risk to the extent we borrow against our 


revolving credit facility with variable interest rates. However, we utilize an 


interest rate swap agreement to moderate a portion of our exposure. We do- 


not use derivative financial instruments for trading or other speculative 
purposes. Assuming the current level of borrowings at variable rates and 
assuming a two-percentage-point change in the average interest rate under 
these borrowings and taking into account the swap agreement in place, it is 
estimated that our interest expense for the year ended December 31, 2003 
would not have changed by a material amount. In the event of an adverse 
change in interest rates, we would likely take actions, in addition to the swap 
agreement currently in place, that would mitigate our exposure to interest 
rate risk; however, due to the uncertainty of the actions that would be taken 
and their possible effects, no such actions have been considered. Further, no 
consideration has been given to the effects of the change in the level of overall 
economic activity that could exist in such an environment. 


Steel Commodity Risk 


We are also subject to commodity price risk with respect to purchases of steel. 
Purchased steel represents approximately two-thirds of our cost of goods sold. 
As a result, the steel industry, which is highly volatile and cyclical in nature, 
affects business both positively and negatively. We estimate a $10 per ton 
change in the price of steel which is not offset by a similar selling price change 
would impact diluted earnings per share by a range of $0.10 to $0.15. See 
“Overview — Pricing and Costs of Our Products.” In addition, we depend on a 
few suppliers for a significant portion of our steel. The loss of one or more of 
our significant steel suppliers or the inability to obtain the necessary amount of 
steel could affect our ability to produce our products and could have a material 
adverse effect on our business. 


Foreign Currency Risk 


The Company's reported cash flows related to its Canadian operations are 
based on cash flows measured in Canadian dollars converted to the U.S. dollar 
equivalent based on published exchange rates for the period reported. The 
Company believes its current risk exposure to the exchange rate movements, 
based on net cash flows, to be immaterial. 


_ Report of independent Auditors eee ae 


_ The Board of Directors and Stockholders 
_ Maverick Tube Corporation 


We have audited the accompanying consolidated balance sheets of Maverick Tube Corporation and subsidiaries as of December 31, 2003 and 2002, and the 
. related consolidated statements of income, stockholders’ equity and cash flows for each of the three years in the period ended December 31, 2003. These 

‘financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on 
our audits. 


We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reason- 
able basis for our opinion. 


In our opinion, the financial statements referred to. above present fairly, in all material respects, the consolidated financial position of Maverick Tube 
- Corporation and subsidiaries at December 31, 2003 and 2002, and the consolidated results of their operations and their cash flows for each of the three years 
in the period ended December 31, 2008 in conformity with accounting principles generally accepted in the United States. 


Sant 4 eae os 


St. Louis, Missouri 
February 6, 2004 


The management of Maverick-is responsible for the information contained in the financial statements. The financial statements have been prepared by us 
in accordance with accounting principles generally accepted in the United States appropriate in the circumstances and necessarily include certain amounts 
based on management’s best estimates and judgments. 


We maintain a system of internal accounting control that we believe is sufficient to provide reasonable assurance that, in all material respects, transactions 
are properly authorized and recorded, financial reporting responsibilities are met and accountability for assets is maintained. In establishing and 
maintaining any system of internal control, judgment is required to assess and balance the relative costs and expected benefits. Management believes that 
through the careful selection of employees, the division of responsibilities and the application of formal policies and procedures, Maverick has an effective 
and responsive system of internal accounting controls. The system is monitored by our staff of controllers and our internal auditor, who evaluate and report 
to management on its effectiveness. In addition, our code of conduct requires and our employees have agreed to maintain a high level of ethical standards 
in the conduct of the Company’s business. 


The Audit Committee of the Board of Directors is comprised of three independent directors who meet regularly with the independent auditors, the internal 

auditor and management to ensure that each is meeting its responsibilities regarding the objectivity and integrity of the Company’s financial statements. 
Both the independent auditors and internal auditor have full and free access to the Audit Committee without the presence of management, to discuss, among 
other things, their evaluation of the adequacy of the internal controls and the quality of our financial reporting. 


Pa, Gdwbes CRiwied IN Boone 


Gregg Eisenberg Pamela G. Boone 
Chairman of the Board, President Vice President Finance and Administration, 
and Chief Executive Officer Treasurer, Secretary and Chief Financial Officer 


(In thousands, except share data) 


ASSETS 
Current assets: 
Cash and cash-equivalents ars vs.0 nay oe tees areas 


Accounts receivable, less allowances of $5,414 and $5,188 in 2008 and 2002, respectively... .......... 


INVENGOTIOSS. ne eee ole oe eee ee eee 


Property, plant and equipment; net.of accunmulated/depreciation ss vx a1. aoc nem, sop <n aes were eee 


God Wills Sc. uaatet a) Seen fan eel re oe ec aman ee 
Other acquired intangibles, net of accumulated amortization 
Notes Tecéivablec fer ats, sons eee ees anon mea ee ee 
OTR RaSSet Sas ch oraenen a Ngee cas ck Ngee dice eee alee a 


LIABILITIES AND STOCKHOLDERS' EQUITY 
Current liabilities: 
AGCOUNTS: Payable eat s2. =m ce ete ee ieee 
Accrued expenses and other liabilities ......... 
Deferred revene “Fk ete iter es ee ya ae NG 
Income:taxes payablessawcu. 42. ae eens 
Current maturities of long-termdebt .......... 


Total: tare GLADYS ico reine here pestle see elem es mn 


Long-term debt, less current maturities. .......... 
Convertible senior subordinated notes ........... 
Revolvingrcredib facilitivn§. gases keegan ae ele: 
Other liabilitiess 40. tent us seen caecnie acd meenese rice 


STOCKHOLDERS' EQUITY 
Preferred stock, $0.01 par value; 5,000,000 authorized shares; 
1 share issued and outstanding in 2008 and 2002... . 


Common stock, $0.01 par value; 80,000,000 authorized shares; 


42,001,662 


and 40,942,976 shares issued and outstanding in 2003 and 2002, respectively... ........0...5004. 


Additional: paid-in capital 4 a -a.- rte ae ee i 
Retaingdearninks tere: cc ede Gee eee ny ee 
Accumulated other comprehensive loss... ........, 


See accompanying notes. 
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December 31, 
2003 (eae 2002, 
| 
$ 29,202 $2,551 79 
117,115 13,680 - % 
184,025 7 ene : 
5534 < yaaa 
590 . 637 
6,267 mee CR 
342,733 308,768 
189,494 > gong 
82,982 93,184. 
35,304 Ra 
9,500 Basa 
10,773. “7,810: ) 2 
$670,726 $595,883 
$ 47,557 9.6 $1845r 
34,391 23,531 
3,386 2,608 
203 7 
3,533 2,977 
89,070 107,573 
4,209 2,742 
120,000 —: 
50,213 132,927 
16,436 7,640 
6,000 6,715 
420 409 
227,048 212,361 
162,192 139,235 
(4,862) (13,719) 
384,798 338,286 
$670,726 $595,883 


(In thousands, except per share data) 


Dellingusencralandadmumistratives< Ss, 2.0 oS ee ele a een se ov 
Ee SRRMGU MMT CECI ALC CGI a rny ce ase, si ws. aret. ais Pot cuban nara sch toate etal eit pat a STU 
MEL eRU oe Ie LG nat pineteami eats ti UR YS be Geese ar tenia cipet hehe ot op dae PERSE 
‘SHEE AUD. CHORUS al ea ae Ce eet RoR A ie Ue ce AI aot Dee i SG oer 


CO MEMMOMOP CLA ONS << ite tanec Va Secchi, epee, TERT Mie eee wee eee Hae 


ANRC SRC NIOLS OC aearts tn Pong sire cso ceca UA] we cata Ly hag ee Pe neath Mea 
Income from continuing operations before income taxes... ..... 0.0.0.4 


Pee POON OL VICOMETARGS 0°25 Fe Fite, Fala eet as ease ee ee a 


ineomennommcontinuing Operabionss . .) 28) urd tw ty Lotsa ay uy. om ae ee 


Loss from operations of discontinued DOM facility, less 
applicable income tax benefit of $567 for the year ended 


WEeCeMmNeriol COO wimre HG 5. ok wa tit to cao sak ey to gees am peen Tals Sannaee Beer ane 


Gain (loss) on disposal of DOM facility, including provision of 
$1,447 for operating losses during phase-out period, less 
applicable income tax (provision) benefit of $(250) and $5,760 for 


the years ended December 31, 2002 and 2001, respectively... ......5... 


Rese NANG A OE are ee Ii ero a acne ie a Mat eel TDL Cease 


Basic earnings (loss) per share 


Ineomestrom: continuing operations: <a jG fe wes ee ee ee i 
Income (loss) trom discontinued Operations. ane acs Gees es ely eee 
ING GHIGOM emcees exter e Geek hn SL Semen PRR cee ae SORE ae ee eat hee ea, 


Diluted earnings (loss) per share 


ICO MMe MLOM-COMLINUINEOPETANONS ate waew oe cee fet ee. ee, RN 
Ineomes(loss) trom discontinued: OperatOnSeh eaten ys > 4 nyu 5 oneness 
INGEIMCOMIGR Steen Mh tnners terrae mem EL ie, fetter 5 alba sy 


See accompanying notes. 


year Ended December 31, 

2003 2002 2001 
$884,317 $452,913 $544,933 
783,353 409,916 441,843 
100,964 42.997 103,090 

56,142 34,032 30,372 

584 1,186 8,061 

(1,104) (2,709) ae 

_ els 1,101 

45,342 10,488 63,556 

9,637 4395 3,090 

35,705 6,163 60,466 

12,748 3,277 21,228 

22,957 2.886 39,238 

—_ = (957) 
ae: 518 (10,240) 
$ 22,957 $ 3,404 $ 28,041 
$ 0.55 $ 0.08 $2) VAG 
— 0.01 (0.33) 
$ 0.55 $ 0.09 $ 0.84 
$ 0.55 $ 0.08 eae a Ee 
_ 0.01 (0.33) 
$ 0.55 $ 0.09 FEN Be, 
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(In thousands, except share data) 


Balance at December 31,2000... ...... ..: «. 
NefIncometsttaeny wean a SOS om 


Minimum pension liability 


(net of $374 tax benefit)... ...... 
Foreign currency translation .....-... 
Comprehensive income ......... 
Purchase of treasury stock | 22°: 5 oe: 


Exercise of stock options — 


Maverick directors and employees... . 


Tax benefit associated with the exercise 
of non-qualified Maverick 


SLOCK OD LIONS: Poe ee race cm ed Kiser hy 


Balance at December 31,2007... ..-.. ah 
INGE INCOMEEY fa sans nee oun: eaters 


Minimum pension liability 


(net of $528 tax benefit). ........, 
Foreign currency translation. « <2... <<. 
Comprehensive income ....... Sas 
SaleroitreasuryiShOC te mmae ee yeasecan nets cae 


Exercise of stock options — 


Maverick directors and employees... . 
Issuance of Maverick common stock. ... . 


Tax benefit associated with the exercise 
of non-qualified Maverick 


STOCK ODUONS ite aenic:\ jeans ote aera 


Balance at December 31,2002. ........ 
Net.income, Rena. angie aa usin 


Minimum pension liability 


(net of $177 tax expense)... ...... 


Cash flow hedges 


(net of $137 tax benefit), ... 2... 
Foreigncurrency translation. ... 4... 
Comprehensive income ......:... 


Exercise of stock options — 


Maverick directors and employees... . 
Issuance of Maverick common stock. ... . 


Tax benefit associated with the exercise 
of non-qualified Maverick 


SUOCK OD HONG tn ahen ee ope wd eat aman 


Balance at December 31,2003.-........ 


See accompanying notes. 
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2mnent 


Common Stock — 


’ Shares 
33,712,312 


(1,201,000) 


300,724 


Amount 


$337 


340 


Treasury. 
Stock 


ge 


(11,525) 


Additional 


— Paid-In 


Capital 


$111,542 


114,307 


32,812,036 (11,525) 
1,201,000 a 11,525 4,328 
180,940 2 a 1,072 
6,749,000 67 as 92,593 
by oe Se 61 
40,942,976 409 ie 212,361 
325,010 4 = 2.306 
733,676 7 12,097 
ag es ze 284 
42,001,662 $420 $¢ — $227,048 


be Corporation and Sub 
Accumulated’ ~~ Cae 
~ Other ~ + ere 
Comprehensive Retained . 
Income (Loss) Earnings ‘4 
$ (6,413) $107,790 $213, 
od SRB eee 
(666) ee 
“6 0l)\c ee 


(13,570) 135,831 


= “340s 
(008) i = ee 
. 852, Se 
re 
(13,719) 189,235 388,286 B 
os 22,957 22,957 a 
338 — 338 
(254) fee (254) 
8,773 — 8,773 a 
31,814 
= = 2,310 
— = 12,104 
— — 284 
$ (4,862) $162,192 $384,798 


| Consolidated Statements of Cash Flows | he ee 


(In thousands) 


‘Operating Activities 


Income from continuing operations ....\. . 
Adjustments to reconcile income from continuing operations 


to net cash provided by operating activities: 


WEDEEClAON Ke es Ae. os bat Home wr eG Sas pacar hie Dee aa ghee eorhdores ore tans fa hero g 
ENTGNOSELT eNO SITAR SS ap Nahr ne ee cae pag SRA tr pe WEBS ea eel CAR PERCE Oy 


Loss on sale of equipment ..... . 
Noneash) portion-olrestruchurinschanges, SN eccN ech wee! wns ee 2 a ely Sage mae 


: Accounts receivable 


Changes in operating assets and liabilities, net of effect of acquisitions: 


1ITRRRSTMOTEVSIGN TRC RL Aa en aa ee ELC T Cr cr cA VR SET st ER Con aS ace 


Prepaidzexpenses'and.other curtent assets its okie ea a ee Be = 


(CUD STEE SIO Ret ae Una Rrna c ECOCIR Ga Mab MMe, IAM R altar ire mel citer acer cruel 
EXCHOLIUG DAV ODIO So) «vite UTM an fy hie cwacin st bine au dn toe Meath, alba (9 Sve eee” |G 
Accrued expenses and other liabilities 
DCRORTCCMCCVEMUIC ean cise re asad em ane Nha AE NOT Ke Rec ar aR a 


Investing Activities 


Cash paid for acquisitions, net of cash received 


Hxpendicures forproperty, plant and equipment=— . ..°.. Se ea ee ee. 
Proceeds from disposal of equipment .... 


Cash used by investing activities 


Financing Activities 


Net (repayments) borrowings on credit facility 


Proceeds from‘ convertible senior subordinated notes \. « «25. 4 ea ee 
Principal payments on long-term borrowings and notes... 6 
Net principal borrowings on long-term note receivable . 2... 
UIC asesOMiCaSUly: SLOCK puts v Suke nt berg welt Ae ein Game AUC GEERT AO det ate RDN ee cae ae 
CLT EOUGEDUCOSESC a. Gr eee Bn 7 ooh a eee oe esta leah oa SOO ay nh Meee ad Reamer ey ita Ciara eRe 
Proceeds from sale of treasury stock. . .. . 
Proceeds from exercise of stock options . . .. 
Proceeds from sale of common stock. ... . . 


Cash provided (used) by financing activities . 


Discontinued Operations 


Gain (loss) from discontinued operations . . 
Adjustments to reconcile gain (loss) from discontinued operations 
to net cash provided by discontinued operations: 

NE DECCIALIONN cop ens nur hues ie Miia) Goren Re eae) geo Tenetel aban sun cy atin ene a tiear 
Gaim lossvon' disposal. (oes os sees eben reee ns meant Ween an ely Siar )o cid eee aN 
Change in operating assets and liabilities of discontinued operations ........... 
Proceeds-from sale of discontinued opérationss;./. 5 4. 0 ke ee ae VE 
WApiiaL expenaithuresy tapes weet etm, mceene uP at cra a UGR EL aT 5 Socata eat eagle 


Net cash provided by discontinued operations 


Effect of exchange rate changes oncash. . . 


Increase (decrease) in cash-and.cashequivalents. fos. =1Ges- tt Fn a eee 


Cash and cash equivalents at beginning of year 


Cash and cash equivalents at end of year 


Supplemental disclosures of cash flow information: 


Cash paid during the year for: 


Interest (net of amounts capitalized of $670, $616 and $1,251) 2... ee 
Nis eYE(O\ (IV sha te CAS eset PO te Mes opie Ae SEN Dey oad Aneel ai RI 


Noncash investing and financing activities: 
Note receivable for sale of discontinued operations .. 2 6. ee ee 


Stock issued for acquisition 


See accompanying notes. 


year Ended December 31, 


2003 2002 2001 
$ 22,957 $ 2,886 $ 39,238 
20,550 18,843 14,633 
1,861 1111 208 
4,425 (5,314) 4,742 
298 444 354 
376 39 14 

150 861 6,476 
(40,943) 1,033 29,355 
40,298 (21,430) (12,157) 
3,075 (7,335) 230 
1,678 5,144 (3,677) 
(36,202) 46,622 (23,709) 
7,591 (10,030) 1,903 
778 (1,151) _ (5,195) 
26,892 31,723 52,415 
(4,000) (177,064) = 
(20,902) (22,809) (25,784) 
64 73 i 
(24,838) (199,800) (25,784) 
(89,514) 66,388 (17,107) 
120,000 Bits eo 
(2,977) (938) (866) 
(1,669) Ss ah 
a vate (11,525) 
(4,630) (4,452) = 
ins 15,853 a 
2,310 1,074. 2,462 
— 90,370 0 
23,520 168,295 (27,036) 
aa 518 (11,197) 

= 376 1,455 

as (518), 10,240 

as (742) 173 

ae 1,238 sie 

aS ee (296) 

= 879 375 
1,077 (479) (223) 
26,651 611 (253) 
2,551 1,940 2.193 

$ 29,202 $ 2.561 $ 1,940 
$ 7,520 $ 3.154 $ 3,937 
$ 7,964 $ 11,964 $ 12,884 
$ 954 $6,877 Grice 
$ 12,104 $ 2.290 gigs 


1. Summary of Significant 
Accounting Policies 


Principles of Consolidation 

The consolidated financial statements include the accounts of Maverick Tube 
Corporation and its direct and indirect wholly-owned subsidiaries (collectively 
referred to as “the Company,” whereas “Maverick” is the Company exclusive of 
its subsidiaries: Prudential Steel Ltd., Precision Tube Holding Corporation, 
the tubular division of The LTV Corporation and SeaCAT Corporation). All 
significant intercompany accounts and transactions have been eliminated. 
The accompanying consolidated financial statements include the financial 
statements of Prudential Steel Ltd. (“Prudential”) for all periods presented, 
Precision Tube Holding Corporation (“Precision”) since its acquisition on 
March 29, 2002, the tubular division of The LTV Corporation (“Republic 
Conduit”) since its acquisition on December 31, 2002 and SeaCAT Corporation 
(“SeaCAT”) since its acquisition on February 28, 2003. 


Functional Currency 

Financial statements of Prudential’s Calgary, Alberta, operations where the 
local currency is the functional currency are translated into U.S. dollars using 
period-end exchange rates for assets and liabilities and weighted-average 
exchange rates during the period for revenues and expenses. Cumulative 
translation adjustments associated with net assets are reported as a separate 
component of other comprehensive income or loss within shareholders’ equity. 


Exchange rate gains or losses related to foreign currency transactions are 
recognized in the income statement as incurred. 


Revenue Recognition 

The Company records revenue from product sales when the revenue is realiz- 
able and the product is shipped from its facilities or its outside yards. This 
includes satisfying the following criteria: the arrangement with the customer 
is evident, usually through the receipt of a purchase order; the sales price is 
fixed or determinable; delivery has occurred; and collectibility is reasonably 
ensured. Freight and shipping that are billed to customers are included in net 
sales, and the cost of shipping is included in cost of sales. 


Cash Equivalents 

The Company’s policy is to consider demand deposits and short-term invest- 
ments with a maturity of three months or less when purchased as cash 
equivalents. 


Accounts Receivable 

Accounts receivable are recorded at net realizable value. In circumstances 
where the Company is aware of a specific customer's inability to meet its 
financial obligations (e.g., bankruptcy filing, substantial downgrading of 
credit), the Company records a specific reserve for bad debts against the 
amounts due reducing the net recognized receivable to the estimate of what 
will be collected. For all other customers, the Company estimates reserves 
for bad debts based on the length of time receivables have been past due and 
its experience with receivable collection. ; 


Credit risk on trade receivables arising from the Company's net sales is 
minimized as a result of the large and diversified nature of the Company's 
customer base. The Company controls its exposure to credit risk through 
credit approvals, credit limits and monitoring procedures. Collateral is 
generally not required for the Company's trade receivables. 


Inventories 
Inventories are principally valued at the lower of average cost or market. 


32 


Property, Plant and Equipment 

Property, plant and equipment are stated on the basis of cost. Depreciation is 
computed under the straight-line method over the respective assets’ useful 
lives. Useful lives of the Company’s assets are as follows: 


Land and leasehold improvements........ 10 to 20 years 
Buildings:i2 1) oscee een art cet tice eee 20 to 40 years ° 
Machinery andequipment............. 2 to 12 years 
Rurnitume: and textures. anc ee eae een 2 to 10 years 
Computer'soltwaremex ..0ns) ae eee oe ees 3 to 7 years 


Repair and maintenance costs that do not extend the life of property and 
equipment are expensed as incurred. 


Internal Use Software Costs 


The Company capitalizes direct costs incurred during the application, devel- - 


opment and implementation stages for developing, purchasing or otherwise 
acquiring software for internal use. These software costs are included in 
property, plant and equipment on the consolidated balance sheet and are 
depreciated over the estimated useful life of the software. All costs incurred 
during the preliminary project stage are expensed as incurred. 


Goodwill and Intangible Assets 

Goodwill is the excess of the purchase price over the fair value of identifiable 
net assets acquired in business combinations accounted for as purchases. 
Goodwill is not amortizable, but is tested for impairment annually or more 
frequently if events and circumstances indicate an impairment may exist. 
Intangible assets with finite lives are amortized over their estimated useful 
lives. The annual impairment test performed in the fourth quarter did not 


indicate an impairment of the fair value of any reporting unit below its carry- 


ing value. 


Deferred Debt Issuance Costs 
Deferred debt issuance costs included in other assets are amortized over the 
terms of the respective debt obligations using the interest method. 


Environmental Obligations 

With respect to environmental obligations, the Company's policy is to accrue 
costs for remediation of contaminated sites in the accounting period in which 
the obligation becomes probable and the cost is reasonably estimable. The 
Company’s estimates of the environmental remediation reserve requirements 
are generally within a range of estimates. If the Company believes no best 
estimate exists by location within a range of possible outcomes, in accordance 
with accounting guidance, the minimum loss within the range is accrued. As 
the future amounts and dates of payments are unknown, environmental 
liabilities are not discounted, and they have not been reduced for any claims 
for recoveries from insurance or third parties. 


Treasury Stock 

The Company's repurchases of common stock are recorded as treasury stock 
at cost and result in a reduction of stockholders’ equity. When treasury shares 
are reissued, the Company uses average cost to value treasury shares and any 
excess of average cost over reissuance price is treated as a reduction of 
retained earnings. The Company purchased 1,201,000 shares for $11,525,000 
during the year ended December 31, 2001. The Company sold 1,201,000 
shares for $15,858,000 during the year ended December 31, 2002, with the 
excess proceeds over the purchase price credited to paid-in capital. 


B) 
: 


Earnings per Common Share 

Basic earnings per share exclude any dilutive effects of options and the effect 
of the Convertible Notes, but include the exchangeable shares (as further 
described in Note 17) from the business combination with Prudential on an 
as-if exchanged basis. Diluted earnings per share include the exchangeable 
shares on an as-if exchanged basis and the net effect of stock options, but 
exclude the effect of the Convertible Notes. 


The reconciliation for diluted earnings per share for the years ended 
December 31, 2003, 2002 and 2001, is as follows (in thousands): 


2003 2002 2001 

Average shares outstanding — basic. . 41,747 38,144 33,547 
Dilutive effect of outstanding 

SHOCHAODULONS pags fe cecdecterte te sa 363 348 570 
Average shares deemed 

outstanding—diluted ....... 42,110 38,492 34,117 
Net income used in the ; 

calculation of basic 

and diluted earnings 

FOVCIE YTS Spee ee ae $22,957 $3,404 $28,041 


In June of 2003, the Company completed the sale of $120,000,000 of 4.0% 
Contingent Convertible Senior Subordinated Notes due June 15, 2033 (the 
“Convertible Notes”). The Convertible Notes are convertible into a total of 
4,110,997 shares of Company common stock at a conversion price of $29.19 per 
share, provided certain contingencies are met, including that the Company's 
common stock has exceeded 120.0% of the conversion price then in effect for 
20 trading days out of 30 consecutive trading days. Unless and until this 
contingency or other conversion contingencies are met, the above-mentioned 
shares of the Company's common stock underlying the Convertible Notes will 
not be included in the Company's basic or diluted earnings per share calcula- 
tions. Should the contingencies be met, diluted earnings per share would, 
depending on the relationship between the interest on the Convertible Notes 
and the earnings per share of the Company’s common stock, be expected to 
decrease as a result of the inclusion of the underlying shares in the diluted 
earnings per share calculation. Volatility in the Company’s stock price could 
cause this condition to be met in one quarter and not in a subsequent quarter, 
increasing the volatility of diluted earnings per share. 


Stock-Based Compensation 

At December 31, 2003, the Company has three employee stock option plans 
and two stock option plans for eligible directors allowing for incentive and 
non-qualified stock options, which are described more fully in Note 16. The 
Company accounts for those plans under the recognition and measurement 
principles of Accounting Principles Board (“APB”) Opinion No. 25, 
“Accounting for Stock Issued to Employees,” and related interpretations. No 
stock-based employee compensation cost is reflected in net income, as all 
options granted under those plans had an exercise price equal to the market 
value of the underlying common stock on the date of grant. The following 
table illustrates the effect on net income and earnings per share as if the 
Company had applied the fair value recognition provisions of Statement of 
Financial Accounting Standards (“SFAS”) No. 128, “Accounting for 
Stock-Based Compensation,” to stock-based employee compensation for the 
years ended December 31, 2003, 2002 and 2001 (in thousands, except per 
share information): 


Maverick Tube C. . | Subsidiar 


2003 2002 2001 


Net income, asreported ...:......, $22,957 $3,404 $28,041 

Deduct: total stock-based employee 
compensation expense determined 
under fair value-based method for all 
awards, net of related tax effects. . . 


(2,012) (1,120) (1,898) 


Pro forma nebincome: 4-2 cn. - $20,945 $2,284 $26,148 
Basic earnings per share 
Net income—asreported....... $ 0.55 $ 0.09 $ 0.84 
Net income—proforma........ $ 0.50 $0.06 $ 0.78 
Diluted earnings per share 
Net income—as reported....... $ 0.55 $ 0.09 $ 0.82 
Net income—proforma........ $ 0.50 $ 0.06 $ 0.77 


The compensation expense associated with the fair value of the options 
calculated for the years ended December 31, 2003, 2002 and 2001, is not 
necessarily representative of the potential effects on reported net income in 
future years. 


Accumulated Other Comprehensive Loss 
Accumulated other comprehensive loss is as follows (in thousands); 


Accumulated 
Foreign Minimum Cash Other 

Currency Pension Flow Comprehensive 
Translation Liability Hedges Income (Loss) 

Balance at December 31, 2000 .. $(6,418) $ — $ — _ $(6,418) 
Unrealized losses... ..... (6,491) (666) — CUS 
Balance at December 31, 2001 .. (12,904) (666) — (18,570) 
Unrealized gains (losses) . . . 852 (1,001) — (149) 
Balance at December 31, 2002 .. (12,052) (1,667) — (13,719) 
Unrealized gains (losses)... 8,778 338 (254) 8,857 


Balance at December 31, 2003 .. $(3,279) $(1,329) $(254) $(4,862) 
Business Segments 

On January 1, 2003, the Company revised its segment presentation into two 
new segments: Energy Products and Industrial Products. The two new 
segments are designed to improve the alignment of strategies and objectives 
among sales, marketing and production; provide for more timely and rational 
allocation of resources within businesses; and focus long-term planning 
efforts on key objectives and initiatives. Prior year disclosures have been 
recast to reflect this change. 


The Energy Products segment includes revenue and operating expenses 
associated with those products of the Company sold to the energy industry, 
such as oil country tubular goods (“OCTG”), line pipe, coiled steel pipe and 
tolling services. The Industrial Products segment includes revenue and 
operating expenses associated with those products of the Company sold to the 
industrial sector, such as electrical conduit, rigid conduit, structural shapes 
and rounds, standard pipe, mechanical tubing and pipe piling. 


Income Taxes 

Deferred taxes are provided on an asset and liability method whereby deferred 
tax assets are recognized for taxable temporary differences and operating loss 
and, tax credit carryforwards and deferred tax liabilities are recognized for 
deductible temporary differences. Temporary differences are the differences 
between the reported amounts of assets and liabilities and their tax bases. 


Use of Estimates 
The preparation of financial statements in conformity with accounting 
principles generally accepted in the U.S. requires management to periodical- 
ly make estimates and assumptions that affect the amounts-reported in the 
financial statements and accompanying notes. Actual results could 
differ from those estimates. 
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Derivatives 

As part of managing the exposure to changes in market interest and currency 
exchange rates, the Company, as an end-user, enters into various interest rate 
and foreign currency contracts in over-the-counter markets, with other finan- 
cial institutions acting as principal counterparties. The Company uses deriv- 
atives for hedging purposes only and does not enter into derivative financial 
instruments for trading or speculative purposes. 


All derivatives held by the Company are designated as hedges at inception, 
with the expectation that the derivative will be highly effective in offsetting 
the associated underlying exposures. 


All derivatives are carried on the Company's balance sheet at fair value. Fair 
values for the Company's derivative financial instruments are based on quoted 
market prices of comparable instruments or, if none are available, on pricing 
models or formulas using current assumptions. Changes in fair value are 
recognized either in the income statement or deferred in equity, depending on 
the nature of the underlying exposure being hedged and how effective the 
derivative is at offsetting movements in the underlying exposure. The ineffec- 
tive portion of a derivative’s change in fair value is immediately recognized 
inearnings. All of the Company's derivative positions qualified for hedge 
accounting. See Note 8 for additional information on derivative values, hedge 
categories and gains and losses from hedging activity. 


Recent Accounting Pronouncements 

In January 2008, the Financial Accounting Standards Board (“FASB”) issued 
Interpretation No. 46, “Consolidation of Variable Interest Entities” (FIN 46). 
A variable interest entity is a corporation, partnership, trust or any other 
legal structure used for business purposes that does not have equity 
investors with voting rights or has equity investors that do not provide suffi- 
cient financial resources for the entity to support its activities. FIN 46 
requires a variable interest entity to be consolidated by a company if that 
company is subject to a majority of the risk of loss from the variable interest 
entity's activities, or is entitled to receive a majority of the entity's residual 
returns. The provisions of FIN 46 are required to be adopted the last day of 
the first quarter of 2004. 


As described in Note 3, in March 2002, the Company sold its Cold Drawn 
Tubular business (DOM) for cash and a promissory note from Pennsylvania 
Cold Drawn (“PCD”). In November 2008, the Company restructured the note, 
which improved its collateral position and increased the balance due under 
various notes to $9,765,000. The Company is in the process of evaluating its 
position with PCD to determine if PCD would be considered a variable 
interest entity under FIN 46. The Company may be required to consolidate 
PCD beginning the last day of the first quarter of 2004, 


Upon consolidation, on March 31, 2004, the Company may record a non-cash 
cumulative charge based on the adoption of FIN 46, in the range of approxi- 
mately $1,000,000 to $2,000,000 to recognize PCD’s prior net losses. This would 
be reported as a separate line item in the consolidated statements of income, 
net of tax. The charge will be based on the fair value of the net assets of PCD. 
Excluding the potential non-cash charge, the impact of consolidating PCD will 
not materially affect the Company's operating results or financial condition. 


In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial 
Instruments With Characteristics of Both Liabilities and Equity.” SFAS No. 
150 establishes standards for how an issuer classifies and measures certain 
financial instruments with characteristics of both liabilities and equity. SFAS 
No. 150 requires that an issuer classify a financial instrument that is within its 
scope as a liability or as an asset in some circumstances. SFAS No. 150 is 
effective for financial instruments entered into.or modified after May 31, 2008 
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and otherwise is effective at the beginning of the first interim period 
beginning after June 15, 2003. The adoption of this statement is not expected 
to have a material impact on our financial statements. 


Reclassifications 


Certain reclassifications have been made to prior year balances in order to 
conform to the current year presentation. 


2. Business Acquisitions 


Precision Tube Holding Corporation 


On March 29, 2002, the Company completed its purchase of all the common 


stock of Precision, a-privately held, Houston based, coiled tubular goods 
manufacturer, in exchange for $60,678,000 cash and 200,000 common shares 
of the Company. The acquisition was accounted for as a purchase business 
combination and the financial.statements of Precision have been consolidat- 
ed from the acquisition date. The cost to acquire Precision was allocated to 
the assets acquired and liabilities assumed according to their estimated fair 
values as described below. The final allocation resulted in acquired goodwill 
of $43,131,000 which is not deductible for tax purposes. Pro forma informa- 
tion has not been included herein because Precision is not considered a 
significant subsidiary. The Company acquired Precision to add premium — 
coiled tubing and coiled line pipe to its product lines. 


Republic Conduit 
On December 31, 2002, the Company acquired the assets and certain liabili- 


ties of Republic Conduit for $119,863,000 cash (which included a $9,863,000 


working capital adjustment). The acquisition was accounted for as a 
purchase business combination and the financial statements of Republic 
Conduit have been consolidated from the acquisition date. The cost. to 
acquire Republic Conduit was allocated to the assets acquired and liabilities — 
assumed according to their estimated fair values as described below. The 
final allocation resulted in acquired goodwill of $32,653,000 and intangible 
assets of $27,400,000, both of which are fully deductible for tax purposes. 
The Company acquired Republic Conduit to add steel electrical conduit to its 
industrial product line and to expand its line pipe sales. 


The unaudited pro forma results below assume the acquisition of Republic 
Conduit occurred at the beginning of the periods presented (in thousands, 
except per share amounts): 


2002 2001 
Netisales sta ee ee ay da $678,630 $795,361 
NGHindomiev- ue) een me Te ene eel $ 16,515 $ 47,684 
Basic earnings per share... 1... 2. eee ees $ 0.48 $ 1.42 
Diluted earnings pershare.............. $ 0.48 $ = 1.40 


The above pro forma results include adjustments to give effect to interest 
expense on acquisition-related debt and other purchase price adjustments. 
The pro forma results are not necessarily indicative of the operating results 
that would have occurred had the acquisition been consummated as of the 
beginning of the periods presented, nor are they necessarily indicative of 
future operating results. 


Exit Costs — During February 2003, the Company announced its plans to 
exit its Youngstown, Ohio, operating facility and the divisional headquarters of 
Republic Conduit also located in Youngstown, Ohio. As a result, 94 of the 124 
employees at these facilities have been terminated as of December 31, 2003. 
Following is a.summary of the exit cost recorded in the allocation of the 
purchase price of Republic Conduit in 2003 (in thousands): 


oe ve eo 


- 2003 
Cash costs: : 
Employee severance cost — including medical... ....... $2,742 
Oitictmreiramery tecnica kee on AM Sul Ea 100 
Total restructuring Costs - Ne TS wn. Sears, ee $2,842 


Following is a summary of the accrued restructuring liabilities and activity 


~ through December 31, 2003 (in thousands): 


Employee 
Severance Other Total 
Balance, December 31, 2002........ Ce $= $ - — 
INGWIACIATCOStapas iy ce tea cee sor a a 2,742 100 2,842 
Cashpayimeniser i. tava & (1,052) _ (1,052) 
Balance, December 31,2003........ $1,690 $100 $1,790 


Future cash outlays expected in 2004 relating to the Company’s exit from the 
Youngstown, Ohio, facilities are anticipated to be comprised of the remaining 
$1,790,000 cash costs above. These cash outlays are expected to be funded 
through the Company's revolving credit facility and the future sale of the 
Youngstown, Ohio, operating facility land and building and the divisional 
headquarters’ land and building, which are-held for sale at December 31, 2003 
at an estimated fair value of $220,000 and $379,000, respectively. 


Environmental Obligations — The Company accrued possible environmen- 
tal remediation liabilities on properties associated with Republic Conduit 
during 2003 in the amount of $6,885,000. The accrual was based on an inde- 
pendent third-party analysis of these properties and management estimates. 
The accrual was recorded in the allocation of the purchase price of Republic 
Conduit and is classified as other liabilities on the December 31, 2003 consol- 
idated balance sheet. No payments were made during 2003. 


These. estimates of the potential remediation costs are critical because the 
Company must forecast remediation activity into the future, which is highly 
uncertain and requires a large degree of judgment. Therefore, the environ- 
mental reserves may materially differ from the ultimate actual liabilities if the 
Company’s estimates prove to be inaccurate, which could materially affect net 
income of a future period. Uncertainties related to recorded environmental 
liabilities include changing governmental policy and regulations, judicial 
proceedings, the method and extent of remediation and future changes in 
technology. Because of these uncertainties, the range of possible outcomes 
could exceed the amounts reserved. 


SeaCAT Corporation 

On February. 28, 2003, the Company completed its acquisition of SeaCAT, a 
privately held, Houston based, coiled tubular goods manufacturer, in 
exchange for $4,000,000 cash, a $5,000,000 subordinated note and 733,676 
common shares of the Company. The purchase price could be further 
increased by up to an additional $500,000 if SeaCAT achieves certain 
performance targets through 2005. The acquisition was accounted for as a 
purchase business combination, and the financial statements of SeaCAT have 
been consolidated from the acquisition date. The cost to acquire SeaCAT has 
been allocated to the assets acquired and liabilities assumed according to 
their estimated fair values as described below. The final allocation resulted 
in acquired goodwill of $7,198,000 and intangible assets of $8,100,000, neither 
of which is deductible for tax purposes. The Company acquired SeaCAT to 
expand its premium coiled tubing operations. 


Following is a summary of the net assets and liabilities acquired during 2003 
and 2002 (in thousands): 


Maverick Tube C sibsidiari 


Republic 
Precision Conduit SeaCAT 
Purchase price 
(including transaction costs) .. $ 62,966 $122,083 $21,807 
Assets acquired: 
LGD S eel cte uecae ives etal MR pee 3,855 5 35 
Accounts receivable ......... 8,141 22,208 187 
INVeENUOn vere ae te aati 4217 42,462 2,563 
Property, plant and equipment. . 7,448 13,724 5,706 
Otherasscisni eens seimnaa easel 5,218 1,859 327 
Other acquired intangibles... . — 27,400 8,100 
28,874 107,658 16,918 
Liabilities acquired: 
Accounts payable. .=..5 0-08. . (1,718) (6,429) (1,328) 
Other accruals eye . 4a 5-0 (7,821) (11,799) (981) 
(9,039) (18,228) (2,309) 
Netassets acquired ........ 19,835 89,430 14,609 
COOC WHR ee a es es G5. $ 43,181 $ 32,658 $ 7,198 


3. — Discontinued Operations 


During the first quarter of 2001, the Company adopted a formal plan to sell the 
operating assets of its Cold Drawn Tubular Business (DOM). Accordingly, the 
operating results of the DOM facility, including the provision for the loss on 
disposal and operating losses during the phase-out period of $10,240,000 (net 
of $5,760,000 tax benefit), were segregated from continuing operations and 
reported separately as discontinued operations in the statements of income. 
The Company reduced the provision for loss on disposal by $518,000 (after- 
tax) for the year ended December 31, 2002. 


On March 29, 2002, pursuant to an asset purchase agreement dated March 21, 
2002, the.Company completed the sale of the DOM business for $8,115,000, 
consisting of $1,238,000 cash and the buyer’s-nine-year secured promissory 
note for $6,877,000. The Company restructured the buyer’s promissory note in 
exchange for the release of its guarantee of certain payment obligations and 
obtained additional security including the buyer’s personal guarantee and 
increased the outstanding note obligation. As of December 31, 2003, the 
Company holds three PCD notes.totaling $9,500,000, which approximates fair 
value, and accounts receivable of $698,000. 


The Company’s net sales to PCD during 2003 and 2002 were $1,481,000 and 
$1,006,000, respectively. 
4, Inventories 


Inventories at December 31, 2003 and 2002, consist of the following 
(in thousands): 


2003 2002 
EMIshed:COOdS scans by ainthcre hha tiene on eee $ 98,575 $109,878 
Workein=pROCess;.:%q0 sgatoemetee! coo ines one 10,252 7,982 
Rawematerials, nt sieirs  iescnnaa ters ete pies 34,748 51,390 
in-transitmatenialsie ee we cena en eae 28,275 29,090 
StOreroommDariss soccer eae meee Te te een 12,175 11,867 
$184,025 = $210,207 


Finished goods at December 31, 2003 and 2002, include $3,112,000 and 
$2,705,000, respectively, of customer-obligated inventory. 
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5. Property, Plant and Equipment 


Property, plant and equipment at December 31, 2003 and 2002, consist of the 
following (in thousands): 


2003 2002 
TGR saateeeth he eee Ne eee aN eR Te ae $ 8735 $ 5,358 
Land and leasehold improvements......... 10,643 5,582 
Bia Ging Pate = erga Sova nt ee le See ea 61,292 64,047 
Machinery-andiequipment, Sse. 90 c eat een 234,782 197,585 
Compubemsoliwareke mnie ate sheen eee 21,070 19,393 
EUmmiutimesandhtixGureS vm mere: 4 enna 4,243 4,741 
340,765 296,656 
Accumulated depreciatian’ Qs-s sen « «se (151,331) (117,412) 
$ 189,434  $ 179,244 


Property, plant and equipment held in use by the Company are reviewed for 
impairment whenever events or changes in circumstances indicate the carry- 
ing amount of an asset may not be recoverable. 


6. Goodwill and Other Acquired Intangibles 


The Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets,” 
during 2002. Prior to adopting SFAS No. 142, the Company did not have any 
goodwill. SFAS No. 142 requires that goodwill no longer be amortized, but 
tested for impairment at least annually. Intangible assets with finite lives are 
required to be amortized over their useful lives. The Company conducts a 
formal impairment test of goodwill on an annual basis and between annual 
tests if an event occurs or circumstances change that would more likely than 
not reduce the fair value of a reporting unit below its carrying value. 


A fair value approach is used to test goodwill for impairment. An impairment 
charge is recognized for the amount, if any, by which the carrying amount. of 
goodwill exceeds its fair value. Fair value is established using discounted 
cash flows. When available and as appropriate, comparative market multiples 
are used to corroborate discounted cash flow results. The annual impairment 
test did not indicate an impairment of goodwill. 


The following table presents the Company's goodwill by segment at December 31, 
2003 and 2002 (in thousands): 


Energy Industrial Total 
Balance, December 31, 2001... $ =~ § — $ — 
Acquisitions and purchase 
accounting adjustments. . . . 43,181 50,053 93,184 
Balance, December 81, 2002 . . . 43,131 50,053 93,184 
Acquisitions and purchase 
accounting adjustments. . . 7,198 (17,400) (10,202) 


Balance, December 31, 2003... $ 50,329 $ 32,653 $ 82,982 


Upon closing an acquisition, the Company estimates the fair values of assets 
and liabilities acquired and consolidates the information. It is often several 
quarters before the Company is able to finalize those initial fair value 
estimates. Accordingly, it is not uncommon for our initial estimates to 
subsequently be revised. 


The following table presents the Company's intangible assets by class and the 
related accumulated amortization at December 31, 2003 (in thousands): 
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Gross 
Carrying Accumulated 
Amount Amortization ’ Net 
Unamortized intangible assets: 
Trademarks/brand name...... $ 26,800 $ —.* -$+26,800 
Amortized intangible assets: 
Software — 2-year useful life... . 400 80 320 
Patent — 9-year useful life. .... 100 3 oie 
Customer relationships — 
17-year usefullife........ 5,900 90) - 5,810 
Customer relationships — 
26-year useful life... ..... 2,300 20 2,277 
Total intangible assets ......... 8,700 196 8,504 
\ $ 35,500 - $ 196. $ 35,804 


Prior to 2008, the Company didnot have amortizable intangible assets other 
than deferred debt offering costs. Based on the carrying amount.of the 
intangibles as of December 31, 2008, future amortization for the years ended 
December 31, 2004, 2005, 2006, 2007 and 2008, is estimated to be $782,000, 
$462,000, $462,000, $462,000 and $462,000, respectively. 


7, Long-Term Debt and Revolving 
Credit Facilities 


Long-term debt, including the Company’s long-term revolving credit facility, at 
December 31, 2003 and 2002, consists of the following (in thousands): 


2003 2002 


Capital lease obligation, secured by property and 
plant (net book value $5,656 at December 31, 
2003); payable in monthly installments (including 
interest at 8.0%) of $59; final payment due on 


AUBUSES 2200 Terrien deinen Wook yea ie cece: oe ae $ 2261 $ 2,772 


Capital lease obligation, secured by property and 
plant (net book value $8,907 at December 31, 
2003); interest of 7.5% payable monthly; payable in 
monthly principal installments of approximately 
$20 (plus interest) commencing on March 1, 
1996; gradually increasing to $31 by year seven 
and increasing to $240 in year eight; final 
payment due on February 1,2004............ 481 2,947 


Senior revolving credit facility, secured by certain 
accounts receivable, inventories and property, 
plant and equipment; due on March 31, 

2006; interest payable monthly (8.9% at 
December 31, 2003) at either U.S. or Canadian 
prime, Bankers’ Acceptance rates plus stamping 
fees, or the LIBOR rate, adjusted by an interest 


margin, depending upon excess availability. ...... 50,213 132,927 


Convertible senior subordinated notes, 
unsecured; due June 15, 2033; interest payable 
Semiu-annial yay O7o. eta Benes tance «sci ote 


120,000 — 


Note payable, secured by property and plant (net 
book value $2,263 at December 31, 2003); due 
on May 1, 2006 with an option to pre-pay $2,500 
on March 1, 2004 and $2,500 on March 1, 2005; 
interest payable quarterly at 11.0%; final payment 
GUS. ONMayal t2006 Maase opty atemeaeaie ee atieale 5,000 — 


177,955 138,646 
(3,533) (2,977) 


$174,422 $135,669 


Gurrentamatiritiess iiss aie ose ee Baek eater ee 


Senior Credit Facility 

The Company has a senior credit facility providing for a $185,000,000 revolv- 
ing line of credit. In addition, the Company has letters of credit outstanding 
under this agreement of $1,788,000 at December 31, 2008. Interest is payable 
monthly at the LIBOR rate adjusted by an interest margin, depending upon 
certain financial measurements. Under the senior credit facility, the 
Company can borrow an amount based on a percentage of eligible accounts 
receivable, eligible inventory and property, plant and equipment, reduced by 
outstanding letters of credit. The additional available borrowings under the 
senior credit facility were approximately $133,000,000 as of December 31, 
2003. The senior credit facility includes restrictive covenants relating to 
maintaining a minimum fixed charge coverage ratio if availability falls below 
$30,000,000. Also, if availability falls below $50.0 million, the debt will be 
classified as current. The senior credit facility also limits capital expenditures 
to $30,000,000 per year and limits the Company's ability to pay dividends, 
create liens, sell assets or enter into transactions with affiliates without’ the 
consent of the lenders. 


Convertible Senior Subordinated Notes 

In June 2008, the Company issued $120,000,000 of Convertible Notes due 
June 15, 2038. The Company pays interest semi-annually on the Convertible 
Notes at the rate of 4.0% per annum. Beginning with the six-month interest 
period commencing on June 15, 2008, the Company will pay contingent 
interest during a six-month interest period if the average trading price of the 
Convertible Notes equals or exceeds 130.0% of the principal amount of the 
Convertible Notes during a specified period prior to such six-month interest 
period. The embedded derivative related to this contingent interest feature 
is required to be valued separately from the Convertible Notes. However, the 
fair value of this derivative is not material at December 31, 2003. 


The Convertible Notes are general unsecured obligations of the Company and 
are subordinated to the Company’s senior indebtedness. Also, the Convertible 
Notes are convertible under certain limited circumstances into shares of the 
Company's common stock at an initial conversion rate of 34.2583 shares of the 
Company's common stock per $1,000 principal amount of the Convertible 
Notes, representing a conversion price of $29.19 per common share. 


The Company has the right to redeem the Convertible Notes after June 16, 
2008 at a redemption price equal to par plus accrued interest, if any. Prior to 
June 15, 2011, the Company may redeem the Convertible Notes only if the 
closing price of the Company’s common stock has exceeded 130.0% of the 
conversion price then in effect over 20 trading days out of a-period of 30 
consecutive trading days. After June 15, 2011, the Company may redeem the 
Convertible Notes at any time. Holders of the Convertible Notes have the 
right to require the Company to repurchase all or some of their Convertible 
Notes on June 15, 2011, 2018, 2018, 2023 and 2028, at a price equal to par plus 
accrued interest, if any, payable in cash. Holders of the Convertible Notes also 
have the right to require the Company to purchase all or some of their 
Convertible Notes at a price equal to par plus accrued interest, if any, if 
certain change of control events occur prior to June 15, 2011. 


Capital Leases 
The present value of future minimum lease payments under the capital lease 
obligations as of December 31, 2003 is as follows (in thousands): 


Present Value of 


Total Minimum Minimum Lease 
Lease Payments Interest Payments 
AO 0AGIE. SSP hate tee: $1,199 $165 $1,034 
AUG) trae wee ict Wie 714 115 599 
CAN Sasi acen Naeem 712 65 647 
TAU Pier eee cs treacle? 476 14 462 
$3,101 $359 $2,742 


Property, plant and equipment at December 31, 2003 and 2002, include 
$19,653,000 under leases that have been capitalized. Accumulated deprecia- 
tion for these assets was $5,090,000 and $4,556,000 at December 31, 2003 and 
2002, respectively. 


Debt Issuance Costs 

Senior credit facility issuance costs at December 31, 2003 and 2002, were 
$4,708,000 and $4,137,000 and are being amortized over the life of the facility. 
Note issuance costs at December 31, 2003 were $4,059,000 and are being 
amortized over an eight-year period. These costs are classified as other assets 
on the December 31, 2008 and 2002, consolidated balance sheets. The 
Company’s amortization expense (recorded as a component of net interest 
expense) related to these issuance costs for the years ended December 31, 
2003, 2002 and 2001, was $1,665,000, $1,111,000 and $208,000, respectively. 


The fair value of the Company's total debt is based on estimates using 
discounted cash flow analyses based on quoted market prices for similar 
issues. The estimated fair value of total debt at December 31, 2003 was 
$181,978,000. 


8. Derivatives, Financial Instruments 
and Risk Management 


Derivative Instruments and Hedging Activities 

Certain activities of the Company expose it to market risks, including the 
effects of changes in foreign currency exchange rates and interest rates. The 
financial exposures are monitored and managed by the Company as an 
integral part of its overall risk management program. The Company's risk 
management program seeks to reduce the potentially adverse effects that the 
volatility of the markets may have on its operating results. 


The Company maintains an interest rate risk management strategy that may, 
from time to time, use derivative instruments to minimize significant, 
unanticipated earnings fluctuations caused by interest rate volatility. 


The Company maintains a foreign currency risk management strategy that 
uses derivative instruments to protect its interests from unanticipated fluctu- 
ations in earnings and cash flows caused by volatility in currency exchange 
rates. The Company does not hold or issue financial instruments for trading 
purposes, nor does it hold or issue leveraged derivative instruments. 


The Company generally uses cash flow hedging strategies to reduce the poten- 
tially adverse effects that market volatility may have on its operating results. 
Cash flow hedges are hedges of forecasted transactions or of the variability of 
cash flows to be received or paid related to a recognized asset or liability. The 
Company enters into foreign exchange forward contracts generally expiring 
within six months with the objective of converting U.S. denominated debt held 
by Prudential into its functional currency. These contracts are entered into to 
protect against the risk the eventual cash flows resulting from such transac- 
tions will be adversely affected by changes in exchange rates. The Company 
also uses interest rate swaps to convert a portion of its variable rate revolving 
credit facility to fixed rates which generally expire in thirteen months. 


Accounting for Derivatives and Hedging Activities 

The Company formally documents at inception all relationships between 
hedging instruments and hedged items, as well as its risk management objec- 
tive and strategy for undertaking various hedged items. The Company also 
formally assesses, both at the hedge’s inception and on an ongoing basis, 
whether the derivatives used in hedging transactions are highly effective in 
offsetting changes in fair value or cash flows of the hedged items. Changes in 
the fair value of a derivative that is highly effective as, and that is designated 
and qualifies as, a cash flow hedge are recorded in other comprehensive earn- 
ings, until the underlying transactions occur. When it is determined a deriv- 
ative is not highly effective as a hedge or it has ceased to be a highly effective 


hedge, the Company discontinues hedge accounting prospectively. r 


The following table summarizes the notional transaction amounts and fair 
values for the Company's outstanding derivatives, by risk category and 
instrument type, at December 31, 2008. 


Qualifying Cash Notional Fair Value 
Flow Hedges Amount Asset/(Liability) Description 
Interest rate swaps . $50,000 $ (428) Effectively converts 
(floating to fixed the interest rate on an 
rate swaps) equivalent amount of 
variable rate borrowings 
to a fixed rate 
Foreign currency $30,000.  $(2,686) Effectively hedges the 


hedges 
(floating to fixed 
exchange rates) 


variability in forecasted 
cash flows due to the foreign 
currency risk associated 
with the settlement of 
nonfunctional currency 
denominated debt 


As of December 31, 2003, $254,000 of deferred net losses on derivative instru- 
ments were accumulated in other comprehensive income (loss), the majority of 
which is expected to be reclassified to earnings during the next twelve months. 
The ineffective portion of these hedges was immaterial as of December 31, 
2003 and the Company expects the hedge to remain highly effective. 


Concentration of Credit Risk 

By using derivative financial instruments to hedge exposures to changes in 
exchange rates and interest rates, the Company. exposes itself to credit risk. 
The Company manages exposure to counterparty credit risk by only entering 
into derivative financial instruments with highly rated institutions that can be 
expected to fully perform under the terms of the agreement. 


Nonderivative Financial Instruments 

Nonderivative financial instruments included in the balance sheet are cash 
and cash equivalents, accounts receivable, notes receivable, accounts payable 
and long-term debt. The carrying value of amounts reported in the consoli- 
dated balance sheets for cash and cash equivalents, accounts receivable and 
accounts payable approximates fair value. Management's estimate of the fair 
value of the long-term notes receivable is in Note 3 and the long-term debt 
obligations are described in Note 7 to the consolidated financial statements. 


9. Restructuring Charges 


During December 2001, the Company announced its plans to exit its Longview, 
Washington, facility and move the operations to one of its existing buildings in 
Hickman, Arkansas. As a result, all 124 employees at the facility were termi- 
nated as of December 31, 2002. Restructuring costs of $584,000, $1,186,000 and 
$8,061,000, respectively, were recorded in the 2003, 2002 and 2001 consolidated 
statements of income and included the following items (in thousands): 


2003 2002 2001 


Noncash costs: 
Write-down of property, plant and 


equipment to fairvalue.......... $150 $ 861 $6,476 
Cash costs: 

Employee severance cost... ........ 150 o 581 

Adjustment to the original estimate... . . _ (856) — 

Otheraer no. cteter st nO eters 284 681 1,004 

434 325 1,585 

Total restructuring costs «.......... $584 $1,186 $8,061 
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Following is a summary of the accrued restructuring liabilities and activity 
through December 81, 2003 (in thousands): 


Employee 
Severance Other Total 
Balance, December 31,2001 .... $ 581 $ 1,004 $ 1,585 
Additional costs... 0.0... 0, — 681 681 
Cashipayments’. 2.5.2... 3-4 (239) (1,191) (1,480): 
Adjustment to original estimate . (342) (14) (356) 
Balance, December:31, 2002... . — 480 480 
Additional costs... -. 2... 150 284 434 
CashipayMentss eames team nae (150) (480) (630) 
Balance, December 31,2003 .... $ .— $ 284 $ 284 


Future cash outlays expected in 2004 relating to the Company's exit from the 
Longview, Washington, facility are anticipated to be comprised of the remain- 


ing $284,000 cash costs shown above. These cash outlays are ultimately - 


expected to be funded through the future sale of the Longview, Washington, 
land and building. The Company has. a firm contract on the sale of this 
property in the amount of $5,850,000 and expects to close the transaction 
during the first half of 2004. 


10. Income Taxes 


The jurisdictional components of income from continuing operations before 
income taxes for the years ended December 381, 2008, 2002 and 2001, are as 
follows (in thousands): 


2003 2002 2001 
Domestiewcaccae aes Ty Berd: $ 7,576 $(8,161) $24,556 
KGreiGiieieaatamie seein sweet eee 28,129 14,324 35,910 
$35,705 $ 6,163 $60,466 


The components of the provision (benefit) for income taxes for the years ~ 


ended December 31, 2003, 2002 and 2001, are as follows (in thousands): 


2003 2002 2001 
Current: 
FCM eral aca theresa or a per $ 514 $ 878 $ 8,107 
SURTC UML Tima m cat aarns 12 (89) 24 4264 
ROTEL Ne Aetiac sa Ws tecke sent aoe: 8,477 7,617 14,234 
/ 9,003 8,406 22,605 
Deferred: 
DOMESTIC wk eo oinas a pabeaes 2,388 (2,686) 1,254 
HOTCI ON Bon ees retreats 1,357 (2,443) (2,631) 
3,745 (5,129) (1,877) 
$12,748 $ 8,277 $ 21,228 


The difference between the effective income tax rate and the U.S. federal 
income tax rate for the years ended December 31, 2008, 2002 and 2001, is as 
follows (in thousands): 


2003 2002 2001 
Provision at U.S. statutory 

COX Tae heater eee ee ieee $12,497 $ 2,157 $ 21,163 
State and local taxes, 

net of federal tax benefit .... 86 (89) 280 
Taxes on foreign income 

in excess of (less than) 

US. statutory rate -.....5. (89) 160 4] 
Taxes on foreign dividends. . ... . . — 1,776 525 
Valuation allowances......... 53 (1,001) (1,376) 
Permanent tems {yatoe 222.5. 129 (426) (449) 
Others wel eek: eee ae 72 700 1,044 

$12,748 $ 3,277 $21,228 


Temporary differences which give rise to deferred tax assets and liabilities at Pension Benefits Postretirement 
December 31, 2003 and 2002, are as follows (in thousands): and SERP Benefit Plan 
2003 2002 2003 2002 2003 2002 
Deferred tax assets: Change in benefit obligation: 
Various accrued liabilities and reserves. ..... $ 2,669 $ 7,277 Benefit obligation 
Net operating loss carryforwards.......... 3,298 2,406 at beginning of year... ... $32,390 $29,375 $1,441 $ 1,312 
Alternative minimuta tax carryforwards..... . 5,282 5,452 Service cost so ee 1,507 1,048 59 45 
Foreign tax credit carryforwards..... . .... 12,362 11,342 Interest cost. 3. 2,534 1,963 117 88 
DENSHONMMAN Sheets, on tckee sa alee sae ee 675 331 Plan amendments........ — 741 — _— 
Se AscenwaMianOns, s% 0.600 4 em 1,335 1,544 Actuarial loss (of. ee ae 213 70 _ a7 
Valuation allowances: BeNentSpaid' aan. Ai ate (1,215) — (1,048) (55) (42) 
Foreign tax credit carryforwards......... (6,877) (8,349) Foreign currency . 
Net operating loss carryforwards......... (53) — translation change. ..... 7,198 241 321 ll 
Total deferred tax assets... 0... 18,691 20,003 Benen! obleaon | 
Deferred tax liabilities: at end of ME AEND chicas turer aeiiee $42,627 $32,390 $ 1,883 $ 1,441 
MEPNEGHMON te aus asace ne wtp sp ven cas te, 3 el dae ss 19,157 15,380 Change in fair value 
Net deferred tax assets (liabilities) ...... $ (466) $ 4,623 of plan assets: 
Fair value of plan assets 
The Company had alternative minimum tax credit carryforwards of $5,282,000 at beginning ofyear...... $26,478 $28,252 $ — § — 
available for income tax purposes at December 31, 2003. These carryforwards Employer contributions .... 2,120 779 sath = 
do not expire. Actual return on planassets.. 3,357 (1,737) _ — 
Benefits paid:>. 2.4 ci, a! (1,215) — (1,048) _ —_ 
At December 31, 2003, the Company had net operating loss carryforwards Foreign currency 
with a tax value of $3,298,000. Management’s assessment is the character translation change... .. . 5,884 939 — oe 
and nature of future taxable income will allow the Company to realize the Fair value of plan assets 
full amount of the tax benefits of the net operating loss carryforwards before atend ofyear.....2... $36,624 $26,478 -$ -— $ — 
they expire between 2005 and 2023. In.2002, the Company reversed the 
$1,001,000 previously recorded valuation allowance against the net operat- Funded status: 
ing loss carryforwards. Underfunded status 
at-end of year... Sa $ (6,003) $(5,912) $(1,883) $(1,441) 


At December 31, 2003, the Company had $12,362,000 of foreign tax credit 


Unrecognized actuarial loss. . ~~ 9,265 8,867 504 224 


The Company also sponsors two deferred compensation plans covering cer- 
tain officers and key employees. One plan provides for discretionary contri- 
butions based solely upon the Company's profitability and the individuals’ 
gross wages. The other plan provides for fixed contributions for certain 
officers of the Company. The Company contribution to these plans for the 
years ended December 31, 2003, 2002 and 2001, was $467,000, $151,000 and 
$45,000, respectively. 


12. Defined Benefit Plans 


Prudential sponsors two pension plans (Hourly Plan and Salary Plan) and a 
postretirement benefit plan for substantially all of its Canadian employees 
and a supplemental executive retirement plan (SERP) for certain former key 
Prudential executives. A reconciliation of changes in the plans’ benefit 
obligations, fair value of assets and statement of funded status for the years 
ended December 31, 2003 and 2002, is as follows (in thousands): 


Estimated future benefit payments are as 
follows at December 31, 2008 (in thousands): 


DOD 4 aes So Sakys tesla teas ahh wre Re ee 


Employer contributions expected for the year 
ended December 31, 2004 (in thousands): 


Contributions required by funding 
repulations-On LAWS sna soe 
Additional discretionary 
GOTUMIDIEMONS see sun sees slats 


carryforwards. The Company has recorded a valuation allowance of Unrecognized transition asset... (5,557) (5,064). - 267 452 
$6,877,000 against these foreign tax credit carryforwards after reassessing the Unrecognized prior 
amount that is more likely than not to be realized in the future. Income tax comice can ee 2,356 2 195 0 ar 
expense provided on undistributed foreign earnings is fully offset by ee Prepaid (accrued) 
tax credits associated with these earnings. At December 31, 2002, the : 
Company had $11,342,000 of foreign tax credits with an $8,349,000 valuation due liees| Sauer ee RMS 6 i 
allowance. Amounts recognized in the 
balance sheets: 
711. Defined Contribution Plans Prepaid benefit costs... ... $1,962 $1640 $ — $ = 
Accrued benefit liability. ... (3,935) (5,870) —_ (1,112) (765) 
The Company sponsors four defined contribution 401(k) plans that are Intangible asset... ...... 2,022 1,677 ood hs 
available to all U.S. employees. The plans may be amended or terminated at Additional minimum 
b any time by the Board of Directors. The Company has provided matching pension liability. .....%.. 2,012 2,569 aes Ls 
hs contributions to the plans for the years ended December 31, 2008, 2002 and : 
~ 2001, of $1,701,000, $927,000 and $878,000, respectively. Rep AOE On Eee eT 3-16 EWES) & (765) 
5 Pension 


Benefits Postretirement 
and SERP Benefit Plan 


$1,806 $. 58 
1,919 58 
2,164 65 
2,204 72 
2,456 71 

14,638 454 


$25,237 $ 778 


$1,180 §$, .— 
954 55 
$ 2,184 $ | 55 
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The Hourly Plan projected and accumulated benefit obligations of $18,822,000 
were in excess of the fair value of plan assets of $15,650,000 at December 31, 
2003. The SERP projected and accumulated benefit obligations of $2,971,000 
and $2,411,000 at December 31, 2003 and 2002, respectively, are unfunded. 
The fair value of the Salary Plan assets was in excess of the projected and 
accumulated benefit obligations of $20,835,000 and $17,830,000, respectively, 
at December 31, 2008. 


The provisions of SFAS No. 87, “Employers’ Accounting for Pensions,” require 
the recognition of an additional minimum liability and related intangible asset 
to the extent that accumulated benefits exceed plan assets. As of December. 31, 
2003, the Company recorded an adjustment to stockholders’ equity of 
$2,012,000, which was required to reflect the Company's minimum liability. 


Benefit costs consist of the following for the years ended December 31, 2003, 


2002 and 2001 (in thousands): 
2003 2002 2001 


Pension benefit costs: 


SArvIce COStiin eae nctie mec Te $1,507 $1,048 $ 909 
Interest: COSta tune eas kote ee ee 2,534 1,963 1,738 
Expected return on plan assets ...... (2,256) (1,985) (2,154) 
Amortization of prior service cost... . . 242 131 130 
Amortization of transition asset... ... (633) (518) (5138) 
Recognized net actuarial gain (loss) . . . 685 197 (19) 
$2,079 $ 836 $ 8 


2003 2002 2001 


Postretirement benefit plan costs: 


SOLVICEICOS tS ma eit mae nua e eee See On, $45 30 
INGEreSHCOSE ear mace rete ackeaeteos oe 117 88 69 
Recognized net actuarial loss........ 57 46 4] 


Bosse. $0 179s S140 


The weighted average assumptions used in accounting for the Company's 
plans at December 31, 2003 and 2002, are as follows: 


Postretirement 
Pension Benefits Benefit Plan 
2003 2002 2003 2002 
Discountinate tea sacie aateey same 6.5% 6.5% 65% 6.5% 
Expected return on plan assets... . . 7.0% 7.0% —_ — 
Rate of compensation increase... . . 4.3% 4.3% _— a 


The pension plan’s prior service costs are amortized on the straight-line basis 
over the average remaining service period of active participants. Gains and 
losses are amortized over the average remaining service period of active 
participants. 


At December 31, 2008 and 2002, the pension plan assets were invested 58.0% 
and 60.0%, respectively, in equity securities and 42.0% and 40.0%, respectively, 
in debt securities. Target investment rates were 55.0% equity securities, 
43.0% debt securities, and 2.0% short-term investments. The expected rate of 
return on equity securities is 8.8%, on debt securities is 5.0% and on short- 
term investments is 3.0%. The range on the contractual maturities for the 
debt securities is from current to April 22, 2043. The weighted average years 
of the contractual maturities for these debt securities are 4.0 years to 9.5 years 
depending on the fund involved. 


Investment Strategy 

The long-term investment objective is to secure the defined pension benefits 
while managing the variability and level of the Company's contributions. The 
portfolio is rebalanced periodically, as required, ensuring the maximum 
equity content is 60.0% at any time. Investments are managed by external 
managers, who report to a Pension Committee, and are restricted to those 
permitted by the Alberta Employee Pension Plan Act, the federal Pension 
Benefits Standards Act on investment-related issues, and the Income Tax Act 
and Regulations. Investments are made through pooled or segregated funds. 
40 


Determination of the Long-Term Rate of Return on Assets 

To estimate the expected long-term rate of return on assets, the Company 
considered the current level of expected returns on the bond portion of the 
portfolio, the historical level of the risk premium associated with other asset 
classes in which the portfolio is invested and the expectation for future returns 
on each asset class. The expected return for each asset class was weighted 
based on the policy's asset mix to develop an expected long-term rate of return 
for the portfolio. The 7.0% assumption is consistent with this approach. 


Measurement Date 
The date used to determine pension benefits is December 31, 2008. 


For post retirement benefit plan measurement purposes, a 5.3% annual rate 
of increase in the per capita cost of covered health care benefits was assumed 
for 2004. The rate was assumed to decrease gradually each successive year 
until it reaches 4.5%. 


Assumed health care cost trend rates havea significant effect on the amounts 
reported for a postretirement health care plan. A one-percentage-point 
change in assumed health care cost trend rates would have the following 


effect (in thousands): 
j 1.0% Increase 1.0% Decrease 


Effect on total service and interest 


EOS CONMPONEN Ss. seeks ee eee $ 35 $ 28 
Effect on accumulated postretirement 
penefit obligations Neco. 6, Oa $301 $245 


13. Segment Information 


Reportable Segments 
The following table sets forth data (in thousands) for the years ended 


December 31, 2008, 2002 and 2001, regarding the reportable industry ~ 


segments of the Company. Identifiable assets are those used in the Company's 
operations in each segment. 


Energy Industrial 
Products Products Corporate Total 

Year Ended 
December 31, 2003 
Net sales; ..2.... $621,955 $262,362 $ — $884,317 
Income from 

operations...... 44,428 914 _ 45,342 
Identifiable 

ASSELS Eat on. coor: 439,747 150,976 80,003 670,726 
Goodwill and 

intangible 

BSCOUS eR aha sateh a 58,336 59,950 _— 118,286 
Depreciation and 

amortization .... 14,337 3,558 4,516 22,411 
Capital 

expenditures... . 7,278 6,438 7,186 20,902 
Year Ended 
December 31, 2002 
Netsales, 28 caer $ 375,097 $ 77,816 $  — $ 452,913 
Income from 

operations...... 10,374 114 — 10,488 
Identifiable 

ASCE IGS ree 313,636 224,719 57,528 595,883 
Goodwill and 

intangible 

BSSOLS eerie ees 43,131 50,053 — 93,184 
Depreciation and 

amortization .... 10,123 5,591 4,240 19,954 
Capital 

expenditures... . 15,260 3,806 3,743 22,809 


Maverick Tube C obsidian 


Energy Industrial 
Products Products Corporate Total 
Year Ended 
December 31, 2001 
Nensalesi ys on 07s $ 465,089 $ 79844: $ —.° $ 544,933 
Income (loss) from 
operations. ..-... 68,313 (4,757) = 63,556 
Identifiable 
ASSEIS tiene. 262,242 68,325 26,880 357,447 
Depreciation and 
amortization... . 10,762 2,675 1,404 14,841 
Capital 
expenditures... . 138,327 6,777 5,680 25,784 


The corporate information in the above table is not considered a segment; 
however, it represents the corporate assets not identifiable to a reporting 
segment necessary for the day-to-day operations of the Company. 


Geographic Information 


Other 
US. Canada Countries Total 

Year Ended 

December 31, 2003 

Net:sales.. 0... $567,075 $296,739 $20,503 $884,317 
Long-lived assets... 286,589 21,131 a 307,720 
Year Ended 

December 31, 2002 

Net sales: ...7 4... $ 281,676 $ 159364 $11,878  $ 452,918 
Long-lived assets... 258,277 18,628 523 272,428 
Year Ended 

December 31, 2001 

Nepsales.: oamneia. . $ 331,998 $ 211,764 Ge atelural $ 544,933 
Long-lived assets... 129,272 28,989 — 158,261 


Net sales are attributable to the country based on where the product is to be 
delivered. Long-lived assets represents net property, plant and equipment, 
goodwill and other net acquired intangibles. 


Prudential’s facility located in Calgary, Alberta, operates under a collective 
bargaining agreement that covers approximately 78.0% of all Prudential 
employees. The collective bargaining agreement expires on December 31, 2006. 


Facilities acquired as part of the assets and certain liabilities of Republic 
Conduit, which are located in Elyria, Ohio; Ferndale, Michigan; and Counce, 
Tennessee, operate under several collective bargaining agreements. 
Collective bargaining agreements cover approximately 49.0% of all Republic 
Conduit employees. The collective bargaining agreements expire on 
November 15, 2005. 


14. Operating Leases 


The Company rents office facilities and equipment under various operating 
leases. Future minimum payments under noncancelable operating leases 
with initial or remaining terms in excess of one year are as follows at 
December 31, 2008 (in thousands): 


2004 hte raw mer eee $ 8,288 
2O0SES caer eae ence ete 2,964 
ZOOGM wt ee ee aces 2,302 
DAV i ae ame ee ee Cd Crna i., 2,486 
DOSS ea ecth et eics Ree. 2,341 
Thereatten, “au thaaa ou 500 

$ 13,931 


Rent expense for all operating leases was $3,995,000, $4,103,000 and $4,356,000 
for the years ended December 31, 2008, 2002 and 2001, respectively. 


15. Contingencies 


Various claims, incidental to the ordinary course of business, are pending 
against the Company. In the opinion of management, after consultations with 
legal counsel, resolution of these matters is not expected to have a material 
effect on the accompanying financial statements. 


16. Stock Option Plans 


The Company sponsors two employee stock option plans (the “1990 Plan” and 
the “1994 Plan”) allowing for incentive stock options and non-qualified stock 
options. In addition, the Company sponsors two stock option plans for eligible 
directors (the “1994 Director Plan” and the “1999 Director Plan”) allowing for 
non-qualified stock options. Lastly, the Company sponsors a combined 
employee and director stock option plan (the “Prudential Plan”) allowing for 
incentive stock options and non-qualified stock options. These plans have 
been approved by the stockholders of the Company and no options have been 
granted by the Company outside of these plans. The 1990 Plan, 1994 Plan, 1994 
Director Plan, 1999 Director Plan and Prudential Plan provide that 340,000, 
1,500,000, 200,000, 300,000 and 650,187 shares, respectively, may be issued 
under the plans at an option price not less than the fair market value of the 
stock at the time the option is granted. The 1990 Plan, 1994 Director Plan and 
Prudential Plan expired on December 2000, November 1999 and September 
2000, respectively, and thus, no further options are available for future grants 
within these plans. The 1994 Plan and the 1999 Director Plan expire in 
November 2004. The options vest pursuant to the schedule set forth for each 
plan. In general, the options issued under the 1994 and 1999 Director Plans 
vest six months from the date of grant and the options issued under the 1990 
Plan, 1994 Plan and Prudential Plan vest ratably over periods ranging from one 
year to five years. At December 31, 2008 and 2002, 116,168 and 278,418 shares 
were available for grant under all of the option plans. 


The Company grants stock options for a fixed number of shares to directors 
and employees with an exercise price equal to the fair value of the shares at 
the time of the grant. Accordingly, the Company has not recognized compen- 
sation expense for its stock option grants. The fair value of the options granted 
for the years ended December 31, 2008, 2002 and 2001, was determined to be 
$1,457,000, $2,779,000 and $1,474,000, respectively. 


For the purposes of the pro forma disclosures in Note 1, the estimated fair 
value of the options is recognized as compensation expense over the options’ 
vesting period. The fair value of the options granted was estimated at the 
date of grant using a Black-Scholes option pricing model with the following 
weighted average assumptions for the years ended December 31, 2008, 2002 
and 2001, respectively: risk-free interest rate of 2.97%, 3.82% and 4.90%; no 
dividend payments expected; volatility factors of the expected market price of 
the Company's common stock of 0.633, 0.656 and 0.678; and a weighted 
average expected life of the options of 3.7 years, 3.9 years and 8.3 years. 


The Black-Scholes option valuation model was developed for use in estimat- 
ing the fair value of traded options which have no vesting restrictions and are 
fully transferable. In addition, option valuation models require the input of 
subjective assumptions including the expected stock price volatility. Because 
the Company's stock options have characteristics significantly different from 
those of traded options and because changes in the subjective input assump- 
tions can materially affect the fair value estimate, in management's opinion, 
the existing models do not necessarily provide a reliable single measure of the 
fair value of its stock options. 


The following table summarizes option activity and related information for 
the years ended December 31, 2003, 2002 and 2001: 
4] 


Weighted Weighted 
Shares Under Average Average 
Option Exercise Price Fair Value 
Options outstanding 
at December 31, 2000..... 1,518,437 $ 9.61 
Options exercised ......... (300,724) 8.21 
Options.forfeited. 71... a. (55,750) 15.40 
Options:grantedy> .j 2). 100,000 24.40 $14.74 
Options outstanding 
at December 31,2001... .. 1,261,963 10.98 
Options exercised ......... (180,940) 6.11 
ODptONSHOTieIte diane vomited cee: (55,650). 4 20.41 
Optionsigranteds 23. kc ees 410,000 13.28 $ 6.78 
Options outstanding 
at December 31,2002..... 1,485,373 11.89 
Options exercised” j=. 7 vac... (325,010) 7.02 
Options forfeited. ......... (106,326) 20.41 
Options Branted.:. noe an. 185,000 16.39 $7.88 
Options outstanding 
at December 31, 2008... .. 1,189,037 $13.18 > 


The following table summarizes information about fixed stock options out- 
standing at December 31, 2003: 


Options Outstanding Options Exercisable 
Weighted Average ~ Weighted Weighted 

Range of Remaining Average Average 

Exercise Price Options Contractual Life Exercise Price Options _ Exercise Price 

$4.75 -$ 5.18 39,2738 1.5 years $ 4.92 39,2738  $ 4.92 
$ 6.80-$ 7.13 242,963 — 4.9 years $7.07 242,963 $ 7.07 
$10.37 - $15.95 665,651 8.3 years $138.46 307,316 $13.26 
$17.30 - $24.40 241,150 3.5 years $19.90 327,037 $16.48 
$ 4.75- $24.40 1,189,087 6.4 years $138,18 916,589 $12.41 


17. Capital Stock 


On June 11, 2000, Maverick and Prudential entered into a Business 
Combination Agreement providing for the combination of Prudential with 
Maverick. The transaction was completed on September 22, 2000. 


Under the terms of the transaction, Prudential stockholders received 0.52 of an 
exchangeable share, issued by Maverick Tube (Canada) Inc., a wholly-owned 
Canadian subsidiary of the Company, for each Prudential common share. 
Consequently, Prudential stockholders received a total of 15,813,088 exchange- 
able shares. The exchangeable shares are Canadian securities that began 
trading on The Toronto Stock Exchange on September 27, 2000. These shares 
have the same voting rights, dividend and distribution entitlements, and other 
attributes as shares of the Company's common stock and are exchangeable, at 
each stockholder’s option, for the Company's common stock on a one-for-one 
basis. The transaction was accounted for as a pooling of interests. 
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In conjunction with the Prudential transaction, the Company's Board of 
Directors designated one share of the Company's authorized preferred stock 
as Special Voting Stock. The Special Voting Stock is entitled to a number of 
votes equal to the number of outstanding exchangeable shares of Maverick 
Tube (Canada) Inc., on all matters presented to the common stockholders of 
the Company. The one share of Special Voting Stock is issued to CIBC Mellon 
Trust Company, as trustee pursuant to the Voting and Exchange Trust 
Agreement among the Company, Maverick Tube (Canada) Inc. and CIBC 
Mellon Trust Company, for the benefit of the holders of the exchangeable 
shares of Maverick Tube (Canada) Inc. For financial statement purposes, the 
exchangeable shares that have not been exchanged for shares of the 
Company’s common stock have been treated as if they had been exchanged 
and are included in the Company's outstanding shares of common stock. 


As long as any exchangeable shares of Maverick Tube (Canada) Inc. are 
outstanding, the Special Voting Stock may not be redeemed, the number of 


shares comprising the Special Voting Stock shall not be increased or decreased _ 


and no other term of the Special Voting Stock shall be amended, except upon 
the unanimous approval of all common stockholders of the Company. If the 
Special Voting Stock is purchased or otherwise acquired by the Company, it 
shall be deemed retired and cancelled. Thereafter, it will become an authorized 
but unissued and undesignated preferred share of the Company. — 


18. Stockholder Rights Plan 


In July 1998, the Company's Board of Directors adopted a common stockholder 
rights plan pursuant to which the Company declared a dividend distribution of 
one preferred stock purchase right (the “Right”) for each outstanding share of 
common stock of the Company (other than shares held in the Company's 
treasury). As of September 22, 2000, the Company undertook to distribute at 
the Separation Time (as defined below) to the then record holders of 


exchangeable shares one Right for each exchangeable share then held of - 


record. The Right becomes exercisable the day a public announcement is 
made that a person or group of affiliated or associated persons has acquired, 
or obtained the right to acquire, beneficial ownership of 20.0% or more of the 
outstanding shares of common stock, or the tenth day following the 
commencement of a tender offer or exchange offer that would result in a 
person or a group becoming the beneficial owners of 20.0% or more of such 
outstanding share of common stock (each, the “Separation Time”). After such 
Right becomes exercisable and upon a “flip-in event” (as such item is defined 
in the plan), each Right entitles the holder to purchase $100 worth of the 
Company’s common stock or preferred stock, as the case may be, for $50. A 
“flip-in event” will occur under our stockholder rights plan when a person 
becomes an acquiring person otherwise than through a “permitted offer,” as 
described in our stockholder rights plan. Our stockholder rights plan defines 
“permitted offer” to mean a tender or exchange offer for all outstanding 
shares of common stock at a price and on terms that a majority of the inde- 
pendent members of our Board of Directors determines to be adequate and 
otherwise in our best interests and the best interests of our stockholders. 
Until a Right is exercised or exchanged, the holder thereof will have no rights 
as a stockholder of the Company, including, without limitation, the right to 
receive dividends. The Right is subject to redemption by the Company's 
Board of Directors for $0.01 per Right at any time prior to the date which a 
person or group acquires beneficial ownership of 20.0% or more of the 
Company's common stock or subsequent thereto at the option of the Board of 
Directors. The Rights expire July 23, 2008. 


Maverick Tube C Sieiiaies. 


19. Quarterly Financial Data (Unaudited) 


The results of operations by quarter for calendar years ended December 31, 


2003 and 2002, were as follows (in thousands): 


Quarter Ended March 31, June 30, September 30, December 31, 
2003 2003 2003 2003 

Netisales = nfs 03.0032. $219,438 $194,925 $226,753 $243,201 
Gross profit 40 nes.& 14,909 15,646 29,765 40,644 
Netincome....... 242 1,063 8677  —12,975° 
Basic earnings 

Persharewe. te. 0.01 0.03 0.21 0.31 
Diluted earnings 

METSHALC hoe os je 0.01 0.03 0.21 0.31 
Quarter Ended March 31, June 30, September 30, _ December 31, 

2002 2002 2002 2002 

Netisaless jo... 5 60 $ 103,923 $106,454. $117,696 $ 124,840 
GTOSSIPLOLIh, =. os 11,627 12,227 11,056 8,087 
Income (loss) 

from continuing 

operations ...... 1,839? 980 636 (569) o 
Net income (loss). . . 2,000 980 636 (569) 
Basic earnings (loss) 

per share 

from continuing 

operations» ..'.,; ; 0.06 0.08 0.02 (0.01) 
Basic earnings (loss) 

DOWSNATE es sa an se 0.07 0.08 0.02 (0.01) 
Diluted earnings (loss) 

per share 

from continuing 

operations...... 0.05 0.08 0.02 (0.01) 
Diluted earnings (loss) 

pershare....... 0.07 0.08 0.02 (0.01) 


(1) — During the third and fourth quarters of 2003 and 2002, the Company accrued $1,104,000 and $2,709,000, respec- 
tively, as a recovery for the trade case outstanding with the Department of Commerce. These payments were made 
to several steel and metals companies under the Continued Dumping and Subsidy Offset Act of 2000. These 
payments were made to cover certain expenses, including investment in manufacturing facilities and the acquisition 
of technology incurred after the imposition of anti-dumping and anti-subsidy measures. 

(2) During the quarter ended December 31, 2001, the Company recorded a restructuring charge for the write-down of 
property and equipment and accrual of other cash obligations of $8,061,000 ($5,573,000 net of tax) resulting from 
the planned closing of the Longview facility and the relocation of most of the facility's production equipment to 
Hickman, Arkansas. During the quarters ended March 31, 2002, December 31, 2002 and December 31, 2003, the 
Company incurred additional costs related to the closing of the facility of $681,000 ($436,000 net of tax), $861,000 
($551,000 net of tax) and $584,000 ($373,000 net of tax), respectively. During the quarters ended March 31, 2002 
and September 30, 2002, the Company reversed $312,000 and $44,000, respectively, of the ‘initial accrual 


primarily as a result of a decision to retain certain employees. 


Officers 


Gregg Eisenberg 
Chairman of the Board, 
President and - 

Chief Executive Officer 


James A. Cowan 
Executive Vice President 
and Chief Operating Officer 


Pamela G. Boone 

Vice President — 

Finance and Administration, 
Treasurer, Secretary and 
Chief Financial Officer 


T. Scott Evans 
Senior Vice President — 
Sales and Marketing 


Sudhakar Kanthamneni 
Senior Vice President — 


Manufacturing and 
~ Technology ~ 


Richard W. Preckel 
Vice President — 
Strategic Services 


Board of Directors 


Gregg Eisenberg 
Chairman of the Board, 
President and 

Chief Executive Officer 


C. Robert Bunch 
Independent oil service consultant 
and Director of Z-Seis, Inc. 


David H. Kennedy 
Independent energy consultant 
and Director of Carbon Energy 
Corporation and RBC Capital 
Partners Energy Fund 


Paul G, McDermott 

Managing Partner of Cadent 
Energy Partners, LLC and 
Director of Resolute Energy, Inc. 


- Wayne P. Mang 


Non-Executive Chairman and 


Director of Wainbee Holdings Ltd. 


C. Adams Moore 

Independent consultant in steel 
distribution and fabrication, 
Director of Fisher Tank Company 


wf Donald Wilson* 
Vice President and Director of 
Calgary Exhibition and Stampede 


fay, sks oe Sent 


* Mr. Wilson, who will retire in May 2004, will not stand for reelection as a director. 
Management and the Board of Directors want to express our heartfelt thanks to 
Mr. Wilson for his three years of service on Maverick’s Board and his sixteen years of 
service on Prudential’s Board. and wish him the best of luck in the future. Mr. Wilson 

was instrumental to Prudential’s growth. 
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The selected financial data for the Company set forth below for the years ended December 31, 2003, 2002, 2001 and 2000, for the three months ended 
December 31, 1999, and for the year ended September 30, 1999, should be read in conjunction with the consolidated financial statements, related notes and 
other financial information included herein. 


Three 

Months Year 

Ended Ended 

year Ended December 31, December 31, September 30, 
2003 2002 2001 2000 1999 1999 

(in thousands, except per share data) 
Statement of Operations Data: 
Netisaleseic> sic. acc tcky sy sy bea he seni nae te cet clay cena $884,317 $452,918 $544,933 $562,023 $129,766 $317,121 
COsOR2OOdS Olde ss nacauu cian ued Moments eater nee renee 783,353 409,916 441,843 488,397 118,060 298,379 
Gross \PRotitits ys pease hon coarse pear an ees beret a 100,964 42,997 103,090 73,626 11,706 18,742 
Selling, general and administrative .......... 56,142 34,032 30,3872 25,466 7,104 22,036 
Restrichiring(chargesiasss. ror shied cma ara roen eeeerae 584 1,186 8,061 — — — 
Tpadereasereliel tsa sere rab cas ae None re Gee meee ae (1,104) (2,709) — = — — 
SEAT UpiCOSUSIS ct ace mentee in GAs ees caret mercer ean _ — 1,101 267 — 283 
Income:(loss) from operdtions .°.!..:....... 45,342 10,488 63,556 47,893 4,602 (3,577) - ; 
Transactlons€Ostsen pecan oe peek Mee ee eT ae — — — 11,2538 — —_ 
Interest Gxpense: Geta ssn, Haws eine ee ee 9,637 4325 3,090 ae Wife 256 1,868 
Income (loss) from continuing operations 4 : 

Deore MNCOMETAKeS*: o.4,2oseere al) Layee hone 35,705 6,163 60,466 33,463 4,346 (5,445) 
Provision (benefit) forincome taxes.......... 12,748 Bate 21,228 14,736 2,112 (348) 
Income (loss) from continuing operations. :..... 22,957 2,886 39,238 18,727 2,234 (5,097) 
(Loss) from operations of discontinued 

DOM facility, less applicable ies 

income taxibenetit en. «, Serene anc ea oe — xe (957) (2,162) (687) (2,287) 
Gain (loss) on disposal of DOM facility? ....... —_ 518 (10,240) _ — =a! 
Netincome (oss). 25 snc wishin te ieee $ 22,957 $ 3,404 $ 28,041 $ 16,565 $ 1,547 $ (7,834) 
Diluted earnings (loss) per share 

fromcontinuing operatloncmmeues ea siase ea ane $ 0.55 $0.08 Sie db $ 0.54 $ 0.07 $ (0.16) 
Diluted earnings (loss) pershare........... $ 0.55 $ 0.09 $ — 0.82 $ 0.48 $: 0.05 $ (0.24) | 
Average shares deemed outstanding. ......... 42,110 38,492 34,117 34,525 32,638 3h L6G, ) 
Other Data: 

Depreciation“and-amortizatlonse.. eis eeekaeie, pe $ 22,411. SeeeGel9954 $ 14,841 $ 12,602 $ 3,064 $ 10,895 
Capital expendivures-s crac eae tio) aero 20,902 22,809 25,784 51,780 18,004 16,288 
Balance Sheet Data: 

(End of period) 

Working Gapitali, ecm Steen enn eae $253,663 $201,195 $142,316 $118,828 $108,632 $ 93,586 
POtal-ASSOtSia, cin 4. see eta Mo meen ae See 670,726 595,883 357,447 390,818 328,255 289,241 
Current maturities of long-term debt ........., 3,533 2,977 938 866 723 708 
Short-term revolving credit facility ........., — — 3,219 20,766 10,067 10,067 
Long-term revolving credit facility. .........., 50,213 132,927 62,000 62,038 27,150 31,000 
Other long-term debt (less current maturities) ... . 124,209 2,742 5,991 6,929 7,300 7,518 
DLOGKMOLGETSHOQUICVE vgn pscctigey ateter te mee 384,798 338,286 225,383 218,256 200,566 166,774 


(1) Includes a charge of $1,500,000 in connection with an unsuccessful acquisition. 

(2) The Company recorded a restructuring charge for the write-down of property and equipment and accrual of other cash obligations of $584,000, $1,186,000 and $8,061,000 for the years ended December 31, 2003, 2002 and 2001, respectively, 
resulting from the closing of the Longview facility and the relocation of most of that facility's production equipment to Hickman, Arkansas. 

(3) Represents the operating loss of the Company's large diameter pipe and tubing facility, which began operations in October 2000. and the Longview facility, which began operations in December 1998. 

(4) In connection with the Prudential combination, the Company recorded transaction costs of $11,253,000 for the year ended December 31, 2000. Transaction costs include investment banking, legal, accounting, printing, severance pay and other costs 
directly related to the combination. 

(5) The Company decided to discontinue its DOM business during 2001. 
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Stockholder Information 


Market for Our Common Equity 
and Related Stockholder Matters 


Principal Market 

Our common stock, par value $0.01 per share, is traded on the 
New York Stock Exchange under the symbol “MVK.” Our 
exchangeable shares are traded on The Toronto Stock 
Exchange under the symbol “MAV.” 


Stock Price and Dividend Information 

The high and low closing sales prices of our common stock 
during the first, second, third and fourth quarters for the 
years ended December 31, 2003 and 2002, respectively, were 
as follows: 


2003 2002 
Quarter High Low High Low 
First $18.71 $12.17 $16.32 $10.97 
Second $21.53 $16.88 $19.15 $13.25 
Third $19.36 $14.29 $14.45 $ 8.87 
Fourth $20.99 $15.76 $13.87 $ 8.37 


The high and low closing sales prices on The Toronto Stock 
Exchange of our exchangeable shares during the first, 
second, third and fourth quarters for the years ended 
December 31, 2003 and 2002, respectively, were as follows: 


2003 2002 
Quarter High Low High Low 
First C$27.61 C$19.25 €$25.78 C$17.85 
Second C$28.96 C$24.28  0$29.59 $20.50 
Third $25.12 C$19.60 $21.00 C$13.96 
Fourth C$28.30 C$20.50  ©$21.65 C$13.50 


We have not declared or paid cash dividends on our common 
stock since incorporation. We currently intend to retain 
earnings to finance the growth and development of our 
business and do not anticipate paying cash dividends in the 
near future. Any payment of cash dividends in the future will 
depend upon our financial condition, capital requirements 
and earnings as well as other factors the Board of Directors 
may deem relevant. Our revolving credit facility with 
commercial lenders restricts the amount of dividends we can 
pay to our stockholders. 


Approximate Number of Holders 


of Common Stock 
There were 120 holders of record of our common stock as of 
December 31, 2003. There were 9 holders of record of our 


exchangeable shares as of December 31, 2003. 
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Corporate Headquarters 
16401 Swingley Ridge Road 
Seventh Floor 

Chesterfield, Missouri 63017 
(636) 733-1600 


Independent Auditors 
Ernst & Young LLP 

The Plaza in Clayton 
Suite 1300 

190 Carondelet Plaza 
Clayton, Missouri 638105 
(314) 290-1000 


Legal Counsel 

Gallop, Johnson & Neuman, LC 
Interco Corporate Tower 

101 South Hanley 

St. Louis, Missouri 63105 
(814) 615-6000 


Transfer Agent and Registrar 
(Common Stock) 
Computershare Investor Services 
2 North LaSalle Street 

Chicago, Illinois 60602 

(812) 588-4211 


Transfer Agent and Registrar 
(Exchangeable Shares) 

CIBC Mellon Trust Company 
P.O. Box 7010 

Adelaide Street Postal Station 
Toronto, Ontario M5C 2W9 
(800) 387-0825 


10-K Report Available 

Stockholders may obtain a copy of our Annual Report on 
Form 10-K filed with the Securities and Exchange 
Commission by writing to Maverick Tube Corporation, 
16401 Swingley Ridge Road, Seventh Floor, Chesterfield, 
Missouri 63017, Attention: Secretary. 
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Maverick has become the largest welded pipe 
manufacturer in the world with manufacturing 


facilities in the U.S. and Canada. 


MAVERICK TUBE L.P. 


Maverick’s first facility (#1) in Hickman, Arkansas, opened in 1993. Two ERW mills 
produce down-hole tubing and casing in sizes up to 5 1/2" in diameter. This mill also 
includes heat treat equipment for producing alloy grade OCTG products as well as 
end-finishing equipment. Our second facility (42) opened in 1994 and produces 
primarily HSS products. The newest facility (#3) houses two ERW mills and produces 
primarily OCTG, line pipe and HSS products in sizes up to 16" in diameter. This mill 
includes end-finishing equipment and the latest in non-destructive inspection 
technology. This 225-acre site in Hickman also includes a fusion bonded epoxy 
coating facility (#4) to facilitate Maverick’s increased penetration of the line pipe 
market. The equipment in the coating facility is owned and operated by a third party. 


PRUDENTIAL STEEL 


Serving the western Canadian energy market, this 
facility produces OCTG and line pipe as well as HSS 
in sizes up to 12 3/4" in diameter. The 93-acre 
facility includes three ERW mills with end-finishing 
and premium threading operations. 


This 133-acre facility, acquired from The LTV Corporation at the end of 2002, has one 
ERW mill and produces rigid conduit hollows, standard pipe and line pipe ir 
diameters from 4 1/2" through 8 5/8". 


Conroe, Texas 


Si ge ae 


The Conroe facility near Houston produces intermediate diameter OCTG and line pipe 
products in sizes from 4 1/2" to 9 5/8" in diameter. This mill also includes heat trea 
equipment for producing alloy grade OCTG products as well as end-tinishin¢ 
equipment. The 117-acre facility primarily serves the larger southwestern U.S. energ) 
market on land and in the Gulf of Mexico. 


PRECISION TUBE 
TECHNOLOGY Houston, Texas 


Precision Tube Technology, acquired by 
Maverick in early 2002, has two ERW mills 
that produce coiled steel tubing in sizes up 


to 4 1/2" in diameter. Precision'’s 61-acre vt a . ECISIO! 
facility has the ability to apply a 3-layer : Pay 28 | TUBE TECHNOLOGY | 
protective coating during the manufacturing ae a ey pee mee 

process. Coiled tubing products are primarily . 


used in well servicing and flowline 
applications. 


SEACAT 


SeaCAl Corporation, acquired by Maverick in 
early 2003, has two CO, laser weld mills that 
produce high-pressure coiled stainless steel 
tubing in sizes up to 2 3/8" in diameter. 
SeaCAT's 15-acre facility has the ability to 
apply an extruded zinc anode coating to its 
tubing products. SeaCAT’s products are primarily 
used in sub-sea umbilical applications. 


peo sry AR ia 


REPUBLIC CONDUIT DIVISION 


The Cedar Springs facility, also acquired at the end of 2002, produces steel 
electrical conduit in sizes from 1/2" through 3" in diameter. This 85-acre 
facility has a slitter, two ERW mills, a galvanizing line and a threader. It is 
the largest of the three conduit facilities and produces EMT and IMC conduit 
and some mechanical tubing products. 


The Ferndale 20-acre facility, another of the three conduit plants acquired by 
Maverick at the end of 2002, includes one slitter, three ERW mills, two 
galvanizing lines and one threader. This plant produces EMT and IMC 
conduit, rigid conduit hollows and mechanical tubing ranging from 1/2" 
through 6" in diameter. 


The Elyria 57-acre facility produces primarily rigid conduit hollows in a 
product range of 3/4" to 3 1/2" in diameter. In addition, the slitter and four 
ERW mills also produce high strength mechanical tubing for use in 
scaffolding and other applications.. 


16401 Swingley Ridge Road 
Seventh Floor 
Chesterfield, MO 63017 
www.mavericktube.com 


